INOREASED demands in all priae

cipal markats brought substaniisl rizes
in the Nation's income and production
in 1968, It was the eighth year of the
long cychcal upswing that sterted: in
early 1061 and that wes interrupted
briefly in early 1087. Employment rose
to its highest level ever, and the un-
imployment rate fall to its lowest level
_in 15 yeszs. Lower unemployment rates
* were widespread; even so, they were
still considersbly above “Verage for
thoss groups at & disadvantege in the
labor market, notably nnnv.hta pret-
sons and teenagers.

- The prohlam of inflation contmued o
be of mujor concern in 1968, s it has
&ver zines the stepup in the wer in
Vietnam in 1885, In an sconotny operat-

ing st full employment, the inereased

demands of 1968 led to sharp ineresses
in costez of production, profit marping,
and prices. With demand strong and the
supply of experienced labor very scarcs,
-employees wers able to win the largest
wige incressez eince the esrdy 1950°s.
Last year's increass in production was
accompenied by seme aceeleration in
- the growth of productivity, which had
slowed down the year hefora. Howaver,
the prndunti_‘rit}? risa fell short of the
increase in Wwhge retes so that labor
costs per unit of production, although
rising somewhat less than in 1967, in-
creased considerably. The price rize of
1968 reflected not ynly these and other
, toab incrmas but: alse e;;pu.ndad profit
marging, which had contracted in 1967
Whelesale industrial prices mntmued o
incresse, and comsumer prices, rising
steadily through the year, scored their
lorgest advance in 17 years. Inflation-
ArY pressures were accentuated by last

-_,le--'U.S.: Economy in 1968

year's risein. fa.rm prices, which had
fallen in 1907 o

Parsonal income ramstm‘ed a sharp -

gain in 1968, snd notwithatanding the
tax increases imposed during tha yesr
as well s the continuing price rise, per
ctpitd income advanced. In eddidon,
before-tax profits of ‘corporations were
much higher than the 1966 peak; aftar-
tex earnings equaled their 1966 high.
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Fiam, income rose but was shll short of
the 1966 record.

In its transactions with {forsign
countries; the record for 1968 was a
mixed cne. The balsnce of payments
deficit, after a sharp increase in 1967,
iproved in 1068. Aside from some
special Ersnsactions, this Improvement
reflected a shift In privete capital
transactions, from sizable net outfews
to a amall net inflow, chisfly baceusa
foreigners wads unusually heavy pur-
chases of U.5. stocks and bonds. How-
&vet, the balanse on merchandise trada,
which had been substantial through
muost of the 1960's, fall precipiteusly.

Policy problems .

Both fisen]l and monstary policies
were usod last year in efforts to stem
the axpansion and thereby ths infla-
tionary tide. The President called for a
surtax on individual and corporate in-
comes in Anpust 1967, but it was not
until the end of June 1068 that the
gurtax was passed, as part of B fiacsl
program that also ineluded = ceiling on
Federal “expenditures in fisoal 1949,
an extension of certain excize taxas, and
limitations on Federsl employment.
Consaquently, in the first half of 1068,
the responeibility for curbing the ex-
pangion fell on monetary policy. The
Fadera! Reserve followed a policy that
provided s [imited sccommodation o
burgeoring credit demsnds but siill
permitted a sizeble expansion in credit.
This policy had some impact insofar as
it contributed te the sharp incresses
in interest rates and braked an ongoing
recovery in residential construction.

.However, monetary resireints wera

eased onoe the fiscal program was passed
1
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the expansion in consumer and businéss

- 'spénding .would aldw down and. con-
sequently. diminish the naed fur mon-
atary limitations " ¥

. This diagnosis proved to:-beguly

pama]ly correch since: wnmmer -
penditures rose” very sharply in the
summer. In the fourth quarter,  how-
evar, spending ¥osd at W midch more

: 'su,bduad rate; Privaia mvﬁrtment de-

mend, far from slomng down, baga:n to
amcelmt.u toward the end of the year.
. It was - sround this' {gne that tha
Fedaral Rmerm mérad lia:;:k toward 4
mﬂm mtﬂ{'.tlvﬂ poﬁcy, s:m;t against &
batkground 5f 511931:]!' idémards for
credit, markat’ mt-areut rates exceaded
thieir spﬂng paalfﬁ 'which had been the
highest in many derades,

- Fourth Quartex GNP and -
Yeavend Position

Output continued to rise st » rapid
pace in the fourtli quarter. According to
preliminary and ‘incomplete data, the
GNP advanced $16.8 billion to s sea-
sonally adjusted annual rate of $887.8
bitlion; thiz was almost as large 83 the
$18 bﬂhon incresse the quarter before.
The 2 parcent rise in the fourth quarter
- waes divided aboui equally betwesn an
incresse in. physmu.l wluma and an
incrense in price.. ..

- The colnposition of the f-:rurth quarter
output gain was quite different from
that of the third, even though the two
qua.rtraﬂ;r nha.ngea wete ruughljr the
sgie in size. The incFease in final.sales
slowed down, Ffrom #21.4 billion to

214.2 billion, while inventory invest- -

ment ipcrensed sfter o decline in the

preceding quarter.
The slower rate of expanajon In final

=alds wag stiributable to eonsumption -

expenditures, which roge only 85 billion
after a gaan of $13 billion in the t.hird

quarter; the viss was the smallest in

more than s year Consumer purchases

of iautos and parts leveled off after an .

unuzual spurt from the spring to tha
summer months, while axpendityres on
housahsld durebles declined after seven
quarterly inereases. Nondurable ex-
pendituras showed littls gain, but
services continued their steady uprward
movermen .

With the rise in consumption much
lesa then the $10 billion risein disporsbla

e |
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income, peraunlﬂ snﬁngrinurmmad and-‘
the saving rate advanced-almoat to 7

percent from 6% percent inthe third .
quarter, In the fixs¢ helf, bhu Blw.mg:'._
Lt ba re]atad pnmnly te the slower

-expangion in conswmer - buymg since

rate averu.ged 7.3 pﬂroanﬁ

- . Fixed investment was:very strong in..
tJta Tovrth quarter. With housing starts:

remv'ﬂrmg féom the spring alump and

' attaining their best Jevel of .the year

in the fall, reeideniial contruction’ rose-
$2.3 blﬂ.lun for the. largast-«gﬂm of 1968.

More impressive:was the rise i non-
residential fixed ‘investinent, which ad-
vanced $¢ billion after » $3 billion rise
the querier before; most of the increase
wus for equipment, “butan advance wea

-alze recorded in gutlays for, siznstaires,

iorwhmhapmﬂmghadbmnvmalugﬂ

gish during the year.
ﬂnthaba.mofﬁgnmsfarﬂctoberand

. November it appears that inventory in-

vestijient Tosé from & ‘saagonally ad-
justed szmuel raete ‘of '$7% “billion in

'thathsrdqwtartoﬁmﬁ bﬂlm:umthu

H‘ T |

"-:fnurth—& gmn -of- $ﬂﬁ hiﬂiun. me
.thanecumimt.hat-]mdqum'tar inven-

fony investinent declined §3 billion, The
rise in the rate -:rf mmunnlauon APPOATS

irade firms aowunbad for the increase
in acoumulation” <"

State snd lecal gavammant purﬁha..ﬂ.eﬂ
contmied Gheir “steady ‘npward trend
with a $2% billiod Tize, “but Federal
uuﬂnys recorded their smallest increase
sines . 1065 with-an sdvance of only
#% billion. Inmmpletra -data. indicate
that net exports were itttle changed in
the fourth quurlmr—-—a.bova the abnor-
ma]ly low flvet half vabe but conzider-
ably under the 1867 total. - .
Décomber business '

Produstion, employment and moome
roge through the quarter and, if sny-
thing, appeerad to be nsing more
raprdly ai the end than wt the ‘beginwing.

Prrsonal iticome advenced s large $5%

- billion {awnnal rats) in Decomber, ns

“ CHART 2
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sompared with gaims of 334 billion m
October and’ $4:8 billion in Novamber.

The risa ip. paymll:s was especially ‘
strong, reﬂautmg* a wery substantial -

incresse in aempfuymsnt (266,000 in
nonfarm. establishménts), a slight pick-

up in hours {after decreases in Ootober
apd November), snd continued ad- .

vences i -hourly esrnings. Unemploy-

ment rémained at the post-Eorean low
attained the month before. Jndoserial .

productann rose 1 perceut, the second
sonssputive mizable monthly ineresse.

Final sales in December were much
less buoyant then production to judes
from partial dats. Retail sales, which
had shown ne growth from September

-

%o November, fell sharply i the closing
month of the yeer, according to ad= *

vance Teports. The outhresk of the
influemzs epiderric in Decomber un-
doubtedly had an adverse effect on
Decermber sales but how much it is
mpmblﬂ to sey. ot tkis time. There
was no evidencs of any Imonmg in
the price rise sa wholesale prices of
industrial mmnrodmaa adv‘anmd agnm

Outlook for 1969

The uncerteinties concerning the
outloolr appéar maxifold st the start of

1069 : Of overriding importance is the

course of developments relating to
Vietnam, but economic evente may alsg -

{ Continued on page 38)
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SURVEY 'OF CUERENT ‘BUSINESS .

CHART 5
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SURVEY OF CUBRENT BUSINESS Jicinary 1968
o - EHAET G
» Industrial production advanced in Decessber for thind straght menth. . -
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_ SUBST&NTIAL increases throughout
the year brought the Netion’a produc-
tion of goods and services to 8 total of

£851 Lillion in. 1968, a rize of 571 billion -

or D percent over 1067. This was &
eonsidarable step-up . over the EX per-
cent incresse i 1967, snd about
matched the lirge increase in 1966,
when the demands for Vietmam were
added to an aronomy operaling at a
high rate. Consumption and fixed in-
vestment were chiefy responsible for
the mora ra,p:l-:l adva.nca In 1968 than
in 1967. -

Of last yedr's rige inw current r.lo]lar

GNP, phout 5. percent represented. sn -

inereage in physical volume, and 3%

percent, higher prices. The advanca in
phyzical wolumae, although douhbla the

gein for 1967, fell short of the full.year -

rises for both 1966 .and 1966. Within
the year, the rise in real output was
st an annoal rate-of 6% parcent from
the fourth quarter of 1967 to the second
qumtaruflﬂﬁﬁhut.tapm‘eitﬂaﬂg
peEvCent rate in -thie ‘following half-year.
The price rise continued through the
yenr with Little abatement sod was &
considerable acceleration over the rises
of 2.6 to 3.1 purcentm 1966 and 1967.

With detosnd - fsing- in all mejor
markets last- year, final sales recorded
their largest peroentage advance sioce
1951—9 percent. For the full year,
inventory accumulatom rose only
ai:ght]y sad thus coniributed little to
the risa in productaun Jhizing - 1968,
however, changes ki ivréntory invest-
ment were pronounced. For the most
part, t]m:wuhmm the rate of ex-
pansion in finel sales was vary erratic,
whila changes in GNP, although larger
in the frst helf than in the megoxnd,

il T T e e Ty e L i e e .

Production and Income in 1968

were mmpmia?d}' shndyfmm qunrter
o quaTter. Final :sales, sfter mudeﬂb

gain in the lasi quarter of 1967,

recopded  an -extraordinary. adra.n‘ca «in
the opening quarter of 1968, grew much
more alowl:,r in the spring, accelersted
noticenbly in the summer, and egein
glowed  down in the closing quarter
of tha year.

Of the main categories of final aa.lea,
the largest percentage. gain last year
{22 percent) was scored by residential
constrestion, recovering from the credit
stringency of 1068; it was the first
annual increase since 1964 (chart 7).

| RS  CHART 7
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The change withiri 1968, however, was
very modest until -late in the yesr.-
Nondefenns purchazes by all levels of
government (up. 1% percent) con-
tinved their swbatantial and rather
steady increases, reflecting - the rising
trend m State apd Jocal cutlays end a
considernble ztepup. in -Faderal non-
defense purchiases. Defense purchases
reoorded a § percent gain but showed
Little cha.nge after midyear. The 8Y%
percent rise in consutner axpandﬂ.urea
dominated the dallai ‘advance. in final
sales with mdaaprm inerenzes that
were espetielly Leavy For durable goods,
particulatly . antomobiles. Consummer
spending startad off the year with very
large gaing but subsequently exhibited
» seesaw patéern-of change attributable
to fluctuntions in. the- purnhma of
poods.

Investment. in nonresidentiel st-ma-
turea and dureble equipment rama.med
high, with & modsrate:inereass (74 per-
cent} thet was larger than the 1967
rige but considerably emallar- than the
incresses during the investment: boom
of 106486, A substantial pickup, bow-
sver, became evident in the clozing
months of the year.

Sales to foreizners roee much mors
rapidly in 1062 than in 1967; but the
rise in imports showed sn even greater
acceleration. Consequently, net exports
declined to thair lowaat lavel dinee 1650,

GNPbyl:ypaqumduct

Tke st;ruug advance in dema.nd last;
wear led to large increases in oll major
types of production. The increnses were
dominated by the recovery m dureble
goods, which, in current dollars, rose

7
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‘It percent in 1968 after a gein of only
2 percent the year before. The rise in
the value of durable goeds production
reflacted chiefly last ‘year’s strong de-
mand for sutomobiles and the moder-
ate Incresses in husiness eqiipment
ontlays and in govﬂ'ummt pumhmee
of hard goods.. ...

Following a 1 parcant g'a.m in 195'}"

the walue of strictures roes almost 12

percent, reflecting chiefly last yeur's
Teoovery in homebuilding. Service out-
put rose 9 percent, about the zame
relative advence as in 1867, ns govern-
ment payrolls were increased aad con-
sumpers added to. their axpenditures for

' _ EHART B

. Percerit Chvges i Real GNP
- By Type of Prodect
Last year's.rics {n prouction festured
2 Tecovery in durable perds proshelies
mmﬂw .
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SURVEY OF CURBENT BUSINESS |

services, Finslly, the ibcressed pur-
chases by both conzumers apd govern-
ment were responsible for the 7 parcent
rise in the wvalug of production of
nondurable goods: the yesr-earlier gain

THE 1968 rigse in personsl income was
the largesi on record in absolute terms,
and the largest since 1951 in persent-
age terms. The §57 billion or -0 pareent
increase over 1967 surpassed by n-wide
matgin the sigable additions of . the
proceding 3 years and- brought the total
for the-full year to $686 billion (chart

8.). The wery large expansion- in
payrolls contributed the most to the
1988 income - advanos, but - transfer
payments and nenwege Inporaes a.'lsm
made noteble gaine.

Social Security benefit: payments were
boosted $2% billion .(annunl raie}. in
March, For all .of 1988, trensfer pay-
ments expended $7 billion, nearly as
much us the uhuauslly large increass in
1967, the firat full year that Medicare
payments were- in eifect. Partly in
reflection of higher interest rates in
1868, personal interest incomsa rose
$56.3 billion; tha largest: gain on record.
Dividend payments nereaged somewhat
more than in 1967, whils rental lncome
of persoms smd inuumea of ponfarm

DMaposable Porsonal Jiinane

Janaery 149

‘was -5 percent. Adjustments for the

provounced price increases of 1948
reduce the current dollar gains but do
not greatly alter the pattern of chenge
{chart 8}, -

Personal Tncome, Consumption, and Saving

proprietors sdvanced at shont the 1967
rates, Farm ineome recoversd modear-
ately, following tha 1967 decline.
Pearsonal -taxes incressed hy an’ ex-
ceptional $14% billion {rom 1967 to
1988, The Federsl porticn of this xise
was 512 billion, of which $3% billion
represented laxger withholdings and
quarterly declarations a3 & result of the
imposition of the Federal surtax in
July. The remainderrefleated the in-
cressed iax paywments on higher in-
coroes, Total personn! tax payments of -
$97 - billion cammtutrad 14 percent of
personal income in 1968 as comparsd
with a ratic of 18 percent in 1947,

taxes, the rise in disposable personal
income over 19007 wsa dampensd to
342% billion, or 7% percent. Since
conswmer prices advanced 3.6 percent
in 1968 (GNP basis), the rise in real
after-tax income came to 4 percent,

Sharp vise in consumaer spending

.The expapzion in consumer spending -
m 1968 was tha lnrgeab in percentags °
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terms sinca 1847, The $42% billion or
8% percent pain over 1967 brought
total expendituves to 3534 billion. As
in other years of large incregres in
consamer spending—such as 1954, 1945,
and 1966-—purchases of antomobiles
ware exceptionally high.

Sharply higher prices nccounted far n
large proportion of tha 1968 current
dollar increase in spending; after allow-
ance for the price advance, the physical
volume of goods and services pur-

IR IO CHAnT ¢

Dhanges w Personal mcome and in
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Persuapl Income inereaced sizabiy
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SURVEY OF CURERENT BUSINESS

chazed by consnmers in 1968 incressed
4.7 percent, s compared with 3 per-
eant in 1967. Tha 1962 rise in physieal
volurne was less than in each of tha 3
Fours preceding 1987, as the aceom-
panying table shows.

Conzumer expenditures for durable
goods registered o striking advance of
13% percent last year, with higher
prices accounting for about ane-fifth of
the dollar incresse, Expenditures f{or
nondurshle gonds and services in-
creased nesrly 7 and 8% percent respec-
tively; half of these gains were due fo
price ineraases.

Major expendiiure groups

Among the major expenditure groups,
the largest rise in 1968—20 percent—
osceurred in sutos and parts, a group
that had shown almost no changa for 2
years following exceptionally heavy
puzchases in 1955, New car sales (in-
cliding purchases by buainess) in-
cressed 1.2 million units in 1968 t0 a
record total of 9.6 million.

Aside from the exceptionsl rise for
autos, relative increases by major
cakegories ware faily uniform last Faar,
in contrast to the 1967 experience.
This iz clearly indicated in chart 10,
The furniture and clothing groups each
gained 9 percent, while housing and
househeld operstion registersd some-
what smaller ineresses. BExpenditures
for food showed the smallest pain over
1DB7—B) percent.

Consumers devoted 6.8 percent of
their 1968 expenditure dollar to autos
and parts—a larger fraction than in
either of the 2 preseding vears, but
still less than the proportions spent in
the hoom auto years of 19565 and 1065.
Furpitare and other durable goods out-
lays, on the other hend, accounted for
the zame proportion of total spending
m each of the pest 3 yewrs—about 8K
percent.

Expenditures for nondurshle goods
sentinued to decline relative to overall
spending in 1988, and the ratio fell to
a Tecord low of 48 pereent. In recent
years, this dewnizend hes been due to
food expenditures, which hava con-
sistently risen relatively less then total
spencing. For exemple, in 1868, food
expenditures sccounted for 22 percent

9

of consumer epending a3 compared
with 26 pereent in 1958 and 31 percent
in 1945 The share of tha spending
dollar abserbed by clothing has heen
atable at 8.6 percent for tha pnst 2
yeors. This was preceded by a S-year
period when the vroporiion was R.3
percent; the recent ri=e in tha szhave
reflects the emergence of sharp in-
creazes in clothing prices. Fluctuations
in the ratios for the other major non-
durable goods groups have baan rather
smal] in recent years.

The proportion of total spending
devoted to services in 1948 remained
et 41 percent, the same s in 1967, but
higher than in preceding yesrs. Further
increases in the fraction spent for
medicel care services were offset by
small reductions for some of ¢he other
ETOUpS.

(uarterly spending pattern

The quarterly increases in consumer

expenditures during 1968 showed macked

Fersund Bmumptmn E:mﬁturss
Al majer groups of consimmer sxpmalitores
increased substantially in 1968
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* variations, not only in ebsoluie terms
but. also in relstion to disposable per-
sonal incoms.: The first gyarter rise of
E17. billion (sensomally. adjusted snpusl
rote) was the largesi .quarterly in-
cresse on Tegord. Inm paxt; it reflected
& makeup Iin Bubo sales, -which . had
been limited 1}}’ the sirikes in.late
1067, But the rise was broadly based.
Expenditures for furniture and house-
bold - equipment spurted dollowing a
sluggish performance duning 1957, whils
spending for nomiu:tabla gmda expanded
with strong gaina for sl major. groupe,
partisuledy. food and clething.

It was pot likely. that the extraordi-
nery first quarter increase could be
tnsinteined. The second quarter- in-
croase of 38X billion was.only ball as
large as the first quarter rise, with the
changes in expenditures relatively small
for moat categoriss, A smaller axpansion
in inecome and disturbances in the dities
contributed to tha smnd quarier
dlowdown.

The increaze in ¢onsumer spending
accelersted to 313 billiop in the third
quarter, notwithstanding a riss ‘in
personal taxes of slmoat $10 billion at
an anoual rate. About $8% billion of the
tax rise was dus $o incremsed with-
holdings ander the suriax that bacama
effective in July. Larpe increnses wece
regiatered in outlays for sytos and parts,

for furniture snd household equipment, -

and for the groups that had lagred in
the smnd quarter;

In the fourth quart-&r the incresse
in consumer spending fell to about $5
hi]]ipn,-évan though disposable income
advaneed Ly $10 billion. The slower
risa in expenditures for goods weas
general and included s leveling off
in suto purchases and a2 decline in
purchases . of household durables. As
noted. eerlier, the inflisenze eplda-nm-,
in Decamber probnbly hurt retail sales
byt by how much.is not known; in
any oase, o slowdown in the spending
advance waa evident before December.

In contiast to the arestic quarterly
movements for dursbla and nondurable
gouds axpmdmlraa in 1968, the dollar
increases for ; services were much more
regular, aversging about $4¥ billion
per quarter.

m@r-nﬁ GURRENT BUSINESS .

Saving rate lower -

For HIBS us A wﬂhﬁvlanJ the rnhn of
person&l saving ‘to’ disposable’ personal’
ingome was reduced to 6.9 pérdentfrom
7.4 percent in 1967, After Yeminining ‘st
6.0 pevcent in 1964 and 1965, theﬁn.vmg
rate had increased t6 8.4 percent in 1966
and o tlm vmistally high rate’ of 7.4
‘percent in 1967, The 1068 raduchﬂn s
apparently sssociated with larger ex-
p-andlt.u.rea for sutos and party; shanges
in “theds axpanditures are wauaﬂy ra-
flected in changes in the saving rate. If
these axpmdlﬂuraﬂ are added to the aav-

ing rate, there is lttle djﬂarema be-

tweaan 195? and 1968.

The decline i peranna.l SRVing was
eapocially marked from the second
gquarter of 1968 to the third, dvopping
irom 7.5 percent of disposable income
te 6.3 percent. At the very tme that
tax withholdings were boosted, con-
sumers ncrossed their spending twice
as fast as thar after-tax incomes rose,
It now appears that the fourth quarter
tata of saving rose to.just under T par-
cent, but it was still below the ratio in
the first half.

Janoary 1030

A numbéer of factors. doubtiess-con-
tributed to the drop in the saving rate
in :the second -half. - In- part, it is
assoctated with lorger expepditures for
automobiles -and pam a3 may be semn
halow
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In addition; the impaet.of the fax
increase may have been delayed;- this
is suggeated by the fact that the rise
in consumption slowed in the fourth
quarter &nd the saving rate incressed.
Angther possibility is thet en-infla-
tionary ‘psychology motivated con-
sumers to spend relatively more of
their incomes: last summer and fall,
price increases were in prospect for
many itemns, such sz eutomobiles,
apparel, and furnitnre. '

Business Fixed Investment

BUEINEES investment In prndmuers‘
dureble equipment sud: nopresidential
constriction in 1068. showed only a
moderats gain for the second suestssive
Fear. Expenditures totsled 300. billion
for the year as s whole, up $6 billion,
orabout 7 parcent, from 1067 (chart 11}.
The increass was larger than tha 3 per-
vent. advsnce. in 1967 but sbout half
the large annua) incresses in the yesrs
1984-66, when an investmant boom
whe underway. A sipmifcant shift in
the investment climats tock plare dur-
ing 1868, and investment becames-a
gtrong source of demand iate in the
year.

With mnstrur:rt.wn msts mnng gub-
stantially. and equipment prices cons
finding .ic advance, the 1968 Tise in
businesa fixed inyestment in real terms
come 1o 4 percent; in 1907, the real
volume of these outlays had berely
maiched the 1964 total. The share of

business fixed investment relative io :
total output edged down slightly but ;
remained high relative to the average !
of the past decada. [ﬂhﬂl‘t 11}, . :

Expansion in nonmanufacturing ,

Industries covered in the OBE-SEC -
capital expenditeres aurvey, which is °
sorpewhat less eomprehenzive than the
nationsl aeeounts measurement of in-
veatment, showed a rise of 4§ percent
from 1987 to- 1968 snd Im than 1 per- |
cent when price increases aie takan into
account. The ineresse centered mainly
in nonmenufacturing industries, whare |
investinent in currené dollars was up
8 percent, as comperad with a £ perosnt
incresse in 1967, Manufacturers hald .
current dollar cutleys close to 1987
totals; expenditires had declined 1 per-
cent from 1966 to 1967 after the strong .
gains of 1964-66.

For the year as a whole, dursble
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goods producers’ outlays—ai $13.6 bil-
Lion—weve slightly below 1967 expendi-
tures. Within thiz goods group, most
“industries showed cutbacks, with the
jargest—about 7 percent—in transpor-
tofion equipment. Only the electrical
machinery osnd the “other durable
goods” groups {including lumber, fur-
niture, fabricated metals, and miscel-
Janeous) expended cutlays in 1068, Soft
goods menufacturing companies in-
erensad their expenditures for plant and
equipinent about 1% percent—lLo $13.2

T e R e

Morresidential Fixed kvestme
Rose mwderstely o V962 after dltle
matrenss in 1967
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SURVEY OF CURRENT BUSINESS

billian—owing to the enlorged empon-
sion programs of petroleum, robber, and
“othar pondurable goods” groups (in-
cluding apparel, leather, printing and
publishing, and tobaceo). Paper, chem-
icals, end textiles reduced outlays; for
the fast two industries, it was the sesond
year in & row of declining investinent.
In the nonmennfesturing sector, non-
rail transportation firma, paced by the
aitlines, and public utilities lifted thajr
capital spending by one-seven th—rnnriz-
ing the fifth successive year of subsian-
tial expansion. Exespt for reileonds, the
other nonmanufacturing groups—eom-
municatinns, cornmercial, snd mining
firme—reported modesi ocrenses In
capital putlay=. Railroads reduced their
1968 ocutlays only slightly, in contrast
to vary subatantiol cutbacls in 1967,

Rize in second half

Tha highlight of investment in 1968
was the uhexpaotedly strong showing of
inrestment programe late in the Tear
Early in 1968, businessmen had pro-
gramed 2 6 percent rise over actual
1867 sxpenditures, with a dipin the first
half to be followed by 1 modast upturn.
They carried out this projected pattern
in broad outline for the fivst three
quarters of the Fear, spanding somawhet
less than antécipatad in each quarter.
In the fell, however, they showed
mojor upward pevisions in spending
programs. According to the OBE-SE(C
survay published in Decernbar 1968,
businassmen in hoth manufacturing and
nonmastufactiring industries projected
an  extremely large 34 billion rise
{annual rate) from the third o the
fourth quarter and & rsa of more than
#3 billion from the fourth guarter to
the first half of 1969.

The turnghout in manufecturers’
spending programs after mid-1968 re-
Bected wn upturn in the start of new
inveatrnent projects thet began around
the end of 1967 (chart 12), Changes in
these starts tend to be reflected in
expendiinras some two to three quarters
iater. Starts accelereied sharply in both
the dursble and nondurable goods
groups in tha third quarter of 1968 {the
iatest peried for which datn are wvail-
alle) to 8 poind 30 percent above their
fourth quarter 1967 rate.

1]

It is still & little early for & definitiva
explanation of the strong invesiment
recovery. It 15 probably significant
that =nles inereased substantially during
1968, aqualing or exceeding business-
men's expectations; szales had tended
to fall below axpectations throughout
1987. Moreover, as ths year progressed,
a0 ineressing nember of manufacturers
became concerned about the adequacy
of their capacity (bottom panel of
chart 12}, aven though nctus! capacity
utibization was wall below preferred
rataz. At the end of Saptembar, manu-
faciurers holding 45 percent of total
gross assets in manufacturing reported
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that they needed more plant nnd
equipment facilities to mest produc-
tion requiremcnts in the next 12
months—is comparad with 41 percent
in June and 40 percens in March.

SURVEY OF CURRENT BUSINES3

The summer tise, which sxtended over
» wide range of industries, interrupted
the steady decline in this percentage
that begon in tha second quarter of
1666,

Housing

RESIDENTIAL construetion astivity,
which turned up in enrly 1067, ed-
vanced further during 1988 as housing
starts rose to their highest level in 4
Fenrs. For the Tull yeor, sutlays totalad
$20.0 biilion, a $5Y4 billion incresse over
1967. Unlike the large quorter-by-
quarter rise during 1967, the advonce in
totivity during 1968 was irregnlar: Ex-
penditures rose approxiinately $3% hil-
lion in each of the first two quarters,
leveled off during the summer months,
and then increased $2} billion in the
fourth quarter. When the rize in con-
struction costs iz taken into aceovnt
the 22 percent increase in current dol-
lars far the full yeor is cut to 16 percent.

Starts up in 1968

Underlying last year's rize in expendi-
tures was an 1# percent increase in

Private Monfarm Housing Starts
Starts rose W8 percent n 1968 a5
multifamily onits excesded (963 prak
Siegha Tamily wnits, winde higher,
camtined iv trail 1963-63 ke
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private nonfarm housing starcts, which
totaled abont 1% million units in 1968
{chart 13}. The upward movemant in
starts thot bagan late in 1966 continued
through the first guarter of 1968, but
the fightening of credit during the
winter and early spring coused & tem-
poratry sethack in the recovery. Starts
declined 3% percent from the first to
the second guarter to nn annual rate
of about 1.4 million units. Somewhat
ensier credit conditions during the
summer and esrly {all permicted &
resumption of the forwasrd movement,
and by the fourth guarter, the annual
rate had wulvapced to 1.8 million units.

Bingle-family starts reached nearly
300,000 units, up 10 percent from 1967;
the multifamily total of 600,000 starts
represenied a one-third gain from the
preceding year. The nze in multifamily
uniés brought these starts slightly above
the 1963 peak but single family starts
siill trailed the rates reached earlier in
the 1360's. The relatively larger rise in
multifamily construction is probably
related to the pattern of household
formation in recent years, which has
been coneentrated in the younger age
groups, who typically rent rather than
tuy. In addition, the more siringent
dovwnpayments and Interest rate charges
required on single-family home pur-
chases have also favored apariment
housae aceomnmodations.

Despite last year's increass in starts,
for the third yesr in a row the volume
of starts was below the combined total
required for new household formuesion
plus astirmated replacementis. This short-
fall has cansed A substentiel backlog to
build up; consequently, vacancy rates
have fallen to the Jowest point in 10
years (chart 14), and pressures on home

Tanuacy 31988

prices and rents have intensified. The
tight market for conventional housing
has also simulated the production of
mobile homes, which advanced 20 per-
cent in 1968 to a rate double that §
years earlier. {(These are not incloded in
housing ataris figures).

Moregage lending higher

Enfarged credit Hows o housing
markests were 8 kay factor in lask vear's
gtrong rize in residential comstruction
sotivity. On the basis of data that are
still incomplete for the fourth quarter,
nonfarm residential mortgage lending
incrensedl abogt $1E8X billion in 1068,
This expansion compares with inereases
of $16 hillion in 1967 and $13.7 billion
in 1866, and about matched the average
advance fram 1941 to 1965,

Although mortgage lending held nt
relatively high levels in 1968, landing
appears to have vovied little during
the first thrso quarters of the year on a
goasonally sdjusted basis. It showed
some piekup in the final quarter to a
rate approximately matohing that in
the second half »f 1967. Last yeor's
reatrictive moneiary policy snd high
and generolly  rising  intersst  rotes
exerted & dampening influence on
mortgare lending and housing activity.
First, tha high levels reachad by market
rates of intarest were mainly responsible

Yacancy Rales

Last year renfal el homewwoer
vataety rates were ke st
in 2 decaie
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for a prenounced dowdewn in the flow
of savings Lo deposit-type institubions.
With mnrket rtatas of interest above
the ceilings thel comnereisl banks,
zavings snd lown  sssociations, and
mutual suvings bunks were permitted
to pay om savings accounts, thase
institntions enconntered difficulties in
nitructing and holding soving-type da-
osits. This development limited their
ability to make mortgare lowns, In
addition, Iust ¥ewr's vise i toacket
rates of interest narrowed the spread
between yields on mortgages and rates
of return on compelitive opel market
imrestinents.  Under these ciream-
stnpees, smne morlgwee fendors tended
tn corly their residentiad norigage lend-
ing wotividies.

Mortgage funds were available fast
year only ol very high cest. The yield
of FHA new haome moerigmizes averszed
7.12 pergent, ns compared with 6.53
pergent in 1967 ond G40 pereent in
1966. Althongh the high rates on
mortgnze  loans  were  indicative  of
serlols [ressures in morigage morkeats
lusl yeor, the siluslion at ho iine
becine as critteal ws in 1906, There
were o number of miportant diffevences
Leveeen the 2 years, Firsl, the morigoge
lendling insticuvions, as well az ihe
Federal Home Loan Banle Sysiem,
werg generlly in o more liquid pasilion
in 1968 than m 1988, Second, i gpilo of
the sharp vise in narket rales of inlerest,
the slowdawn in deposit flows to thaifi
malibellons was not us severe as it wis
2 wears age. This development is
explaingd by sevewnl faelors: Regulu-
tion €} reduced the emnpetition fov
deposiis belween these institutions and
the covminercial banks; seme of the
hizhily imcerest-sensitive deposits i
feft the ilwift insiutions in 106G
appavenlly never relmmed; and the
suvings ang  loam  sssovintione  lave
acquirted greater daposit siubility since
1866 thvough the issvance of saving
ecerlifientes envrying ingher rales than
remular shure aceounts and malurities
exkending G inonths and more. Finally,
the profit marging on ortgage loans
waere subslantinly grenter in 1965 than
109G, stnee the rntes paicd by lending
tistitutions for deposits rose less last
year than jn 1966 while those enrncd
Ol Inortgage lonns rose MOUa.

SURVEY OF CURRENT BIUSINESS
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Inventory Investment

IN morked? contrast to the 2 preceding
yenrs, when changes in inveniory in-
vestmenl constituted a Jdynamic sle-
ment in the aconomy, business ncenma-
lation of mventories in 1903 was not
o significant souree af chenge in GNT.
For Lhe year a5 a whole, hnsinessmen
added ebout 7% billion Lo Lheir inven-
tortes, ovly aboui $1% Lillien move thitn
the 1967 accumulation, which was fur
below the record $14.7 billion rise of
1506,

Virtnally all of the incresse in busi-
ness astocks in 1968 was reported by
nenfarm  concerns, up $7.2 billion in
1365 ne compared with $3.6 billion in
1367, Herve, durable goods cormpoanies
aesotnked Tor all of the rise i ngeqmn-
Inlign sinee nandurable invastment was
the same in both years. Farm siocks
ndvanced o lilde less in 1988 than in
13657,

In 1988 a= in 1987, wannlcturers
aceounied for the mmjor pavt of the
averall inventory accumulation, but the
vize of shincst 84 hillion in their stocks
lust year wis somewhat less than their
1287 addition. Stocks of teads firms
rose $2.5 biflion last year, eonstderably
miore thon the $0.5 billion rise during
LG,

The pattesn of invenkory investment
within tha year wus very vregnlae, in
jrd reflecling varying rates of axpun-
sion i sales, especially At retail. Tn the
ppening guarter of 1988, a lageiy un-
expected npsurge in sales caused inven-
tory invessment to {ull sharply, bot
thi= movement was reverssd in the
spring ns the expansion in sales alwated.
The rate of inTentory accumulation
edeed down in the summer hut appents
Lo hove picked wp again in the closing
guarcer of tlee yvenr ns wrade sales
showed no [urther rise.

[nventory iovestmen b doring the yenr
also reflecied spectal influetices affecting
steel and aniomobites. The stockpiling
of steel amabish Lhe possibility of a sieel
strike nl the end of July bolstered in-

ventory invesinent in the frst half of
the year; with a strike averted, steel
consumers liguidated stocks during the
second half. Auto denlers ndded heavily
to their stocks in Lhe fst 8 months of
1968 Lo make wp for the deficiencies
caused by the auto strtke in late 1967,
but made ooly siieht fuvither additions
izt the Goal 5 menihs.

The ratio of nonform stocks te GRI
inn 1955 dollars (evhaxt 13} continued Lo
recede duving (he yeur frons the peaks
af early 1967, bul remained wbove the
wvarafre of e preceding 5 years.
Manufacterers” ndditions

With contvibutions from all major
industries, wanulactorers of durnble
goods added wboor %2 billisn w their
stocks v 1965, down leom a §3 billisn
ingrensa of 1967. The defense prodiwel
industries, whose wlditions tn inventsry
made up one-hall of the iotal in 1987,
comtribited auly one-thivd af te srnller
1968 incrasse. The vate of inven tory in-
vestment by machinary wiid aquipment
fing alen fell in 1988, wivh the total
stnek incrense [or this group anly one-
aquarter nf the 1957 incronse.

Ratio of Nonfarm Stocks to GNP
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" The major increase in durable goods
manufacturers’ inventories in 1968 oc-
curred in the work-in-process stage of

fabrication, although holdings in both

tha materisls and supplics and finishad
goods categories also rose during the
Four. :

Btocke held by nondurable goods
mantfactirers rose $1.8 billion in 1968,
abouwt 5% billion more than the year
before. The 1088 incresse was widely
distributed among the component in-
dustries. About 60 percent of the
advance consisted of finished goods,
with the rernainder fairly evenly divided
betivesn materials and work-in-process.

Trade inventories rise

Durabie goods retallers, whose stocks
declined in 1867, contributed most to
the expansion in reteil inventores
during 1968. Virtually all of the 1%
Gillion incresse was attributable to
larger holdings of reteil auio dealers,
in sharp contrast to the decline in
thesa sbocks during 1967. Other mejor
durable goods ratailers fifted their stocks
slightly during 1968 but with gains soime-
what less than those of the year befoxe.

Stoacks held by nondurable goods
deslers roze af o steady poce throughout
the year, accemulating $0.7 billion for
the year 0s a whole —#% billion mere
than in 1967. Most of the increase
was reporied by general merchandice
stores.

Wholesalers added about $0.7 bil-
Lion to their stocks in 29683, less than
the egeoomulation in 1967, Durable
goods wholesalers nceounted for the
bulk of this inerenze, lergely in the

SURVEY OF CURRENT BUSINESS

metols and metal products groups
aifected by the threatenad steal strike
in the middle of the year.

Stocks of nondurabls geods whole-
salers showed little change this vesr
as comperad with ebout & $1 hilliun
incresse in 1967. A slow start in the
first quarter and widespread increases
durmg the second were followed by &
drop in the third, due largely 4o
smaller holdings of farm produets and
rawv materials. During the fourth
quarter, the trem:l torned ypward ngam

Stock-sules ratio

The forepoing analysis of inventory
changes waz based larzely on stock
holdings after inventory valuation ad-
justment (GNP basis). In terms of book
waluee, manufacturing and fradas inven-
tories rose ebout $10 billion during

Fanuwry 1589

1958, considerably more than the $6.6
billion rize'in the preceding year. Over
83 billion of the 1968 book vaiue Tise
was atiFributable to higher ‘inventory
replacement cost. Manufacturers’ stocks
rose nearly $6.0 billion during che yeer,
retailers' stocks over 330 billion, and
whelssalexs' - inw.nmriea- ‘about #1.0
billion: .-

For sil mmufaﬁtmmg ‘aod  trade

. frms, the raflo of (book valus) atocks

to sales was lower at the end of No-
vemnber 1068 than st the end of 1986
and 1967, However, the ratio was
higher then those for the preceding b
vears, ‘The same breed pattern is evi-
dent in the separate ratice for manu-
facturing, wholessle trade, snd retadl
trade. It mny well be that with ex-
pectations of rising seles and prices,
businessmen do not considar their in-
veniory position to be burdensnme.

Government Expenditures and Beceip(s

GOVERNMENTS at all levels made
on inportant contribution to the risain
final demand lnst year. Their purchazes
of goods and services roze nearly $19
hillion—divided about aqually between
Faderel and non-Federal—to a total of
$167 billion. Although the increase was
somewhat smaller than in the previous
yaar, its share of the riss in total produc-
tion was considerably less—25 percent
az compared with 50 percent in 1967.
Nopdafense sutlays (Ineluding those of

hhnufantuﬁng nnu:l Trade: Ratics of Stocks 1 Sales
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EEnd of Hovembuar,

State aod local povernments) rose about
$12 billion in 1988 as compared with
about E10% billion in 19067, Returning
to the pattern of change in the early
19607, theses purchases advanced more
then those for defense. The earlier
trend was broken around mid-1985
when the Federal Gevernment stepped
up its outlays for the war in Vietnam.

Orther government expenditures, such
ag transler payments and interest, also
coptinved to increass in 10868. The
%74 billion advance over the previoys
year brought the rize in total expendi-
fures of ell governments to about $26
billion (NIA basiz},

Largs as these wore, they were ax-
sopded by an incresse in veceipts of
%334 billion. The 1967-68 sdvance in
recaipts was & record gain, the result of
ineressed wields from existing taxes
in & rapidly expanding economy and
new taxes or higher tax rates at all
Iavels of governmené notsbly the
Faders] surcherse on individoals and
corporetions. The Fedaral tex increasa

_was ensoted at midyear in an effort o

minimize the Federal dudget defigit
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With receipis advancing mors thap
expenditures, both Federa! and State
snd local governments moved towawrd
smaller deficits in 1988, The change was
most pronounced in the Federal sector,
where the deficit declined to 354 hillion
from the reacord §12)% biltion lavel shown
in 1967, This change ocenrred primarily
in the sacond half of the year, when the
deficit averagad about $1% hillion st en
annual rate as compared with more than
§2 Lillion in the #irst hall. The sharp
second-helf shift reflected the highar
taxes ond lower sxpenditures called for
by the Revenue and Expenditure Con-
trol Aot of 1968 passed by Congress in
June.

This leg:slaimn provided for (i) a 10
percent surcherge on corporate end
individus} income taxes, effsciive dan-
uary 1, and April 1, 1968, respactively,
with individual withheldine beginning
July 18; (2} an extension of the 1967
excise tax rates on sutomobiles and
talephone services to January 1970; snd
{3) a reiling on expenditures in fiscal
1968 that allowsd for some sxsmptions,
such ss  expenditures for Vistnom,
interest, and =ocial security. The new
legislation #lso placed o limitetion on
the nhumber of ecivilisn smployess in
the Faderal Government.

Federal Government

The Federal Qovernmant purchased
$100 bilion of goods and services o
1848, The advence of nesrly $9% billion,
although substantial, was the smnlless
since the Vietnam buldup began in
1965.

Defenge spepding incrensed only $6%
billiorn last ysar as compared with
nanrly $12 billion in 1067 primarily

bacausa of slowar growth in the delivery.

of goods. Thess deliveries accounted for
a much smallar proportion of the gain
in defenise purchases than in 1967, as
the following tebie shows:
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Moreover, most of the slowdown n
the deliveries of goods waa cantered in
the proturement of major defense items.
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Of the other major defense expenditure
cabegories, oparation and maintenance
epzts were up considerably less in the
first ® months of 1968 a= compared
with the sama period of 1967, whils
axpenditares for reseerch and develop-
ment declined.

In contrast to last year's smaller
pains in the purchases of goods, com-
pensation of militery and civilinn per-
sonnel advanced somewhnt more than
m 1967, The strength of the Armed
Forees ineresaed by about 150,600 men
thraugh the first holf of the year,
peaking in June et over 3.5 million.
This incresse partly rafssted the resarva
callup following the Tat offensive and
the Pueblc incident. Howsaver, from
June t¢ Novemnber {the latest month
available) there wos & dacline of over
100,000 men. Civilian employment in
the Department of Defense, abous 1.1
millicn employees, showed little change
ofter incressing substantially in 1067,

Twe civilizn and military pay reises
also added to the increase in 1968 com-
pensation. The fivst, affective in October
1987, added about $% bLillion to the
19568 incresse in Defense Department
compensafion; the second raise, effec-
tive July 1983, added another $} billion.

Surge in nondefense purchases

Faderal nondefense purchases ragis-
tered o record 43 billion gain that
brought tha total to mors thon $21

15

billion for the vear. This riee was due
to two major factors, The first wos &
$2 billion increase in purchases by the
Commedity Credit Corporstion. The
large advance in agricultural purchases
was & zesull of empanded oiitput,
porticulerly in whest snd soybeans,
whose prices fell conmderably. The
second foctor responsible for the rise
was o large incresse in payrolls reflect
ing the two pay raises. The following
table shows the composition of the
increases in nondsfenze purchases in
racent yoars.
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ODASDI benefits advarce

Other categories of Federal expendi-
tures—transfers, grants, interest, and
subgidies—amounted to more than $82
billion in 1983. These advainced more
then &9 Lillion %est wesr, or some %1
billion more than in 1968 mnd 1967
Az in 1967, twonsfer payments to
persons were the strongest alernent in
the advence, accounting for over 5%

I CHART 1

Federal Deficit
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Billion of the totel gain. However, in
eqnirast to 1967, when medicare brans-
fer paymenis m:munted for half of tha
ineresze in total tranefars, over 60
pereent of the 1968 rise resulted from
0ASDI benefits.

Tha large gain in 0ASDI peyrments—
shout £3% billion— was mainly the
reault of the 1967 amendments to the
Social Security Aet. The chief pro-
visions undar these smendments called
for n 13 percent across-the-board increase
in benefits—the sixth since the program
gterted and the lergest since 1980—
and a riee from %44 to 355 in the
minimum Mmonthly payment.

The Sorcizl Security Amendments of
1967 alio enlarged the medicars pro-
gram by allowing for expanded covernge
of medical . care snd services. Cur-
rently, medicare has an entollment of
over 19 million persons, geme 9 million
of whomn received bemefits lasi year.
Medicare trapsfers totaled more then
35% bilkzon im 1968, an increase of abont
%1 billion over 1967, because of in-
creased uiilization and rapidly rising
hospital and medical cosis, For exampla,
sccording to the Socinl Secourity Ad-
ministration, hospitel charges per claim

A, CHART 1T

[ncreases in Federal Govemment Recoipts
Due To Higher Yields From Existeg Taxes
and Tax Changes

& Tokal recalpts show recand indrease of
%26 m in 1968
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{not. all of which .ara reimbuvsable}
inereased from 5856 in July 1967 to
$737 in July 1968. Medical charges per
bill (again, not all reimbursabls) in-
creased from $50 in Augist 1967 to 564
in August 1988,

Larger henefits for veterans alsa
sdded to the risa in personal transfers.
The largest mereess oecurred in eduea-
tion henefits for veterans returning
from Vietnam, Vetersns’ pensions and
readjustment benefits alse rose owing
to eost-of-living inctenses and other
adjustments provided for by Tecent
congressional astion.

Meadicold boossts grants

Girants-in-aid * to State ond lIocal
governments—nesrly $13% billion last
year—advanced more than $2% billion,
almost double the rise of 1967, Public
fsgistance grants, porticulprly for ald
to dependent children {AFDQC) and
mediceid, accounted. for the bulk of
“this increase, rising by over $3 billion.
The pumber of recipient= receiving
A¥DC increased from 5.1 million in
August 1067 o 5.7 million in August
1965; the average monthly payment in
the seme period increesed from about
$33 to $42. Highway grants rose almost
$% billion in 1968 after declining nently
24 billion in 1967, when they were held
back for some time as a means of
limiting budget expenditures.

Net interest paid amounted to nearly
£12 billion in 1968, sdvancing by over
51% billion because of rising intarest
rates and 4 lagger publie debt. The rise
in market interest rates to the highest
lavels it 40 years accounted for about
two-thirds of the higher costs of finane-
ing the Faderal debt. Tha averapa
intereat rate {as of November 300 was
sbout 4.6 peroent on an intarest-bearing

- debt of $354 billion as compared with

4.3 percent on o debt of $342 billicom in
1987, .

Subeidies (less the cirrent surplus of
government entesprisas) . recorded o
modersts dealine of about $% billion for
the second straight yaar. This decline
waz the result of offsetting faciors: (1)
Government payments te farmers
showed & gain of about $¥ billion owing
to incrensed participation in the feed
grain prograrz, while (2) government

January INeD

enterpyise deficits; particulsaly for the
CCC and the Post Office, were down
neéarly X billion from 1947, The decline
in the Post Office deficit refleoted postal
raté ineresses, parily.offset by pay
Taines for puatal wirkers, -

Record rise in receipis

Foderal rﬂ:eipts advanced a record
%26 billion in 1965 to nearly S177 bil-
lion. About $17 billion. of this excep-
tional rise was due to increased yields
of existing taxes on higher personal
income, profits, snd smployment. The
additional $9 billion wis the result of
the 10 percent surcharge on persensl
and corporate taxes—nearty $7 billien
of the tatal—and of sn increase in the
maximunl earnings .subject " to social
SecUrity baxes. '

Among the various types of receipts,
the latgest incrense—about $12 bil-
lion—was in personal tex and nentax
receipts. Over one quarter of this ad-
vanca was the result of the smurcharge
that affected payrolls beginning July
14. Howaver, even belore the surcharge
went into eflect, perzonsl tnxes were
inereasing rapidly because of the sub-
stantiel gains in personal incoms and »
Tising marginal withholding rate.

Corporate profits tax sccrusls ad-
vanced $7Y billion last yesr. The in-
eroaso was divided sbout squully be-
tweon the offscts of the surchargs and
the large riee in corporate profits.

Indirest business taxes slse moved
ahead stropply-—about 1% billion—in
contrast to relatively smaller gains
throughout the 1960s. Tax liabilities
on autos and trueks led the advance,
reflacting tha recovery of vehicle pro-
dustion following ths 1967 declina.

Contributions for social insurance
programe advanced %43 billion; this
was some $I billisn more than the
ineresse in 1967, but was well below
the record $& billion gain recorded in
1966. Most of the 1968 rise—over §4
billion—came in OQASDHI contribu-
tiong. The increasa in the wage basa for
social seeority tax purposes—firom $6,-
600 to 37,500 effective in Jamwary—
acopunted For 52 hillion of this advancs.
Also, in April, the voluntary sup-
plementary medical insursnce (SMI)
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monthly payment was ipcreased .from
55 to 34, adding some 3200 million to
contributions. This category of raceipts
will also advance sharply in 1969 as
the combined socisl security tax rate is
scheduled to increase from 8.8 to 9.6
percent this month, adding about &3
bilion (annual rate) in the first quarter.

State and Local Govermments

State and local governments com-
tinusd to be an important factor in
final demand, generating %97 billion in
purcheses of goods and services in 1968,
$9 billion more than in 1967.

As usual, the rise in purchases cen-
tered in amployes compencation, which
advenced almost $6% billion. Average
pay and employmant levels continuad
thair steady growth. State and local
government employment incressed
nearly 508,000 persons last year, with
ghout two employees being added in
educetion for each smployes added in
g4 other functions combined.

New constrietion outlays sdvanced
over 52 billion, slightly exceading the
1967 increase. KEducation construc-
tion—a major component of the total—
showed signs of levaling off, while ex-
penditures for . mass transit systems,
highways, snd hospitals moved up
sharply.

The past few years have withessed
large incresses in purchazes other than
those for compensation and construc-
tion, lsrgely because of Federal pro-

grame. In perticuiar, Federal grenis

for medicaid have expanded State and
local purchases in the srens of health
and welfare; by 1968, most State gov-
ernments had enacted legislation to take
sdvantaga of the Federsl program. As

a yesult, sapenditures on these pro- -

grama lpst year increased about $1%
billion to over $4 billion. This was
twice $he amount spent 2 yewrs age
and compares with ouflays of enly $%
billion in 1960,

Oiher types of expenditures, such as
transfer payments and net interest
costs, advenced sbhont £1 hilkion in 1968,
somewhai fore than the precading year.
Almost 2]l of this rise occurred in rans-
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for payments, which totaled over $0%
hillicn. The edvance woas attributable
to both higher benefit pnyments and o
substantiel imerense in the npmber of
public welfere recipiemis, which in-
creased more than one-half million
persons in the first ¢ months of 1068,

Recelpts up sharply

Receipts of State and local govern-
ments totaled eboui $102% billion in
IW& for an incresse of $10% bLillion,
aftar an advance of 37X billion in 1967,

Of the meajor types of receipis, the
largest—indirect business taxes—ae-
counted sbout one-half of the increase.
Property taxes ropresentad 524 billion
of this riss, while State sales taxes in-
creased $1% billion, ¢r mere than 50
percent above the previous year's gain,
Two-thirds .of the 1088 advonce was
due to higher fax rabes; 17 States
reised sales taxes in the lust 2 vears. In
sddition, indirect businese taxes were
sugmented by tnereased tax rates on
motor fuel and cigerettes in several
States.

Persenal lax and nontax receipts
rose more than $2 billion, or 15 percent..
Rising incomes as well as higher tax
ratas in New York, Massachusetts,
Mizsissippi, snd the District of Col-

17

umbia and a new personal income tax
in Mebrasks contributed to this large
Increase.

Corpotats income tex sccrusle ad-
vanced over $Y billion. A large share of
this rise was attributable to higher rates
in six States and the District of (ll-
umbis and te¢ the adoption of new
corporate Income tswmes in Michigan
&nd MNebrasks.

A summary of tax changes apnd new
tax shactments by State governments
appeoars in the tsble below.

While State and local yields from
tazes were rising by slightly over 1D
percent, Federal government grants-
in-mid incressed over 17 percent, or
52% billion. Much of thiz advance is in
the form of buili-in increasss and doss
not represent hew proprams or major
changes in sxisting ones. For example,
65 the number of persons on welfars
inereases, public assistance grants {in-
cluding madicnid) rize automgiically as
the Federal government must match
Btate and local ontlays for these

Programs.
Second consecutive deficit
Despite growing surpluses of em-

ployee pension funds, State and locel
govermmenta recorded a deficit for the

Tax Chepnges of State Governments, 1965

Tepsoonl | Cop. Bohet cix. 5

income | Inobime tax ax Liguor | Clamofime | Chitwr v | Flald (3
milions)
[ R

[ /K: 1

[ §: 1

L)

3

B

12

)

L

L]

50

LT

4

¥ ]

15

130

il

LA,

oA,

17d

1

=

S

1451

N HNaw tar ‘Toxah, Manchtts tax; Veridonk, nootns amd vioal tex.

X in pxbiting k. 2 Commidber thy apnbcable ol Co New Yook molkdonts

N4 ok svallabla, . workimg in ety Jordeld inchwsded to Conddom with [New
1M:::.Ml'ltl,. v kb wﬂmh’md utlillngdM'xﬂ Lhort Tork mtes. .

; Fanwcky, mokor bR i i
W W 4 . mntor Yebicks lisensing wod Broabion Browresn: Tex Adminlstration Mewsd: Tox Foondotéon, Ind.;
g LY Lk Eo TTo Yo T S T i Commires Claoring Hooss; Offics of Busiess Bconotiies.
Soukh Careine gilh tax; Senth Dakobn, raalty (rwisin ko


file:////dth

18

second comsecntive yaor. In 1968, these
pension funds recorded a surplus of
approximately $4% billion, up from 34
Lillien n yeor earlier. In contrast, gen-
eral funds of theso govermmenis com-
tinued to register n substantial deficit.
Although peneral fund deficits have
been common throtughout the 1960's,
they have grown morkedly in the past
2 venrs. Increasingly, State and local
administrators, faced with public con-
cern about incrensing tax rates, lave
turned to credit markets for new
gourees of funds. This has bean evident
in tha pnst 2 wyears, when new hond
issues by State and local governmants
incrensed very sharply despita risine
interest 1utes. In 1967, bhond issues
increased almost 29 pevcend, and lor
the first 10 wonths of 19638, they wore
about 20 percent ahead of the com-
parnbie period w yesr sarlier.

TR ST R TR A T

Fised Position of
State and Loca Governments

Deficit shown 1oF second siraipht year
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January 1969

National Income

LAST year's advance in GNP was
reflected in widespresd incoine =ains.
Employee compensation posied a reg-
ord annual increase of $45% billion, or
OH percent. Corperate profits, which
Tad  declined in  I867, recovered
atrongly; on the basis of dutn that
are still incomplete, belore-tax profits
rose 13 perceat. Business and jrofes-
sionl Income as well u= rental inecome
rose about in line with recens experi-
etice, while the rise in net interest
necelerated. Farm proprietors’ incomae
racovared sharply from the 9% percent
decling in 1967, Rising prices for farm
products and a step-up in government
payients were mainly responsible for
last Fear's § porcant Increase in farm
proprietors’ incone.

All told, the rise in national income
orme Lo §80 bilkien or 9 percent—a
substantinl ndvanee over the 5 percent
rise the waar bafors. Although the
dollar gain was the largest aver, the
relutive increase fell shart of the 10
parcent inereass of 1966

Employce compensation rises

Incrensed emgployment and much
higher rates of pay brought alrout
record dallar incveases in private and
public payrolls last year. The 345%
billen rise in amployee compensation
reflected o $30 billion galn in private
wages and salaries, a $10 billinn rise in
government peyrells including  mili-
tary, and neady a $5% Billion advince
in sipplements {muinly employer con-
tributions to Soclal Secenrity aud to
private  pension Dimds  and  herlth
[HOEILmMS)

Incrensed man-houre aceounted for
only a miooe pare of last yoar's D per-
cent gain in private wages and salavies
feluert 19). With shortages in many
labrr markels already comnon as the
yoar began, the heightened demaneds of
1938 ehicited a sizable but not anisually

Inrge rise in employment—1.5 million
or 2.8 percent. This was well below the
everage 4 percent gain in tha yesrs
196466, when large produetion od-
vances geeurred in 8 setting of ligher
uhenployment.

The intresse in esmployment last year
secounied for all of the increases in
man-hours a5 weekly lonrs of werk,
which have shown a secular downtrend
for nensupervisory  employees, de-
creased slightly. Hours of work rose in
most manuwlacturing industries, but
this increase was more than offzet by
sharter hours in conaeruetion and trade.

Fercenl Change in Notional Income, by
Industey
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In the lavier group, the grewing mm-
portance of pari-tima workers was
responsible for o continnation of the
long-term decline in weokly howrs.

Higher average howly earnings, on
the athier hand, accounted for mote than
twa-thirds of tha rise in private poy-
rolls. The 6.3 percent increase in hourly
earnings of ponsupervisory workers was
substantially greater than the average
4.7 percent Mse of 1066 wnd 1957 wnd
the avernpe 3.2 percent rise during
196135,

Governmen! civilizn payrolls con.
tinued their steady upward trend Jast
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year, posiing a record goin of $8 billion
over 1987. State and local governments
were vesponsible for $5) billion of this
incresse as a result of both higher em-
ployment and higher rates of pay. After
rising early in the year, Federsl civilian
employment was reduced as part of
the program of fiscal restrnint passed
in late June. For the year o9 a whele,
the ampleyment gain was the smallest
gince 1964, and the major part of tha
$2% billion rise in Federal civilian pay-
rolls reflected higher rates of jmy.
Military poyrolis rese abont 52 billion
from 1987 to 1063 chiefly ss a resull
of pay ibcrenses.

Carporate profits igher
Strong market demands in 1968 par-
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mitted & widening of corperate prefit
marging, snd with the volume of gorpo-
rate outpui higher, profils before taxes
rose shorply. On the bosis of data that
are still incemplste, before-tax profits
rose shout 0 billion to w record 33D
billion—a development that stands in
matked contrast to the $3% billion
decline o year enrlier. In relative
termas, Lhe rise in profits ameunted to 11
percent and, during the current cyclical
advance, wos surpassad only by the
14Y percent increaze scored in 1965,
FProfite were higher for wll the broad
industry groups in 1968, bul the rise
wus most pronounead in anufactoring,
particnlacty durable goods.

Book profite, whish include gains or
losses due to differences betwsen the
replacement costs of goods taken out
of inventory and their recorded wegui-
sition costs, Tose even more than the
natione] Incoms version of profits.
Thiz wos due to the behavior of tha
inventory veluafion adjnstment (TVA).
With wholesnle prices rising maora
rapidly in 1968 thon in 1987, tha TVA
increased from §1.2 billion twe $3.1
billion; consequently, ook profits rose
$1.%2 more than the national insome
TnaasIre.

Corporata tax liabilities rose wery
shayply in 1988, partly hecnuse profits
were higher, but mainly bacatse of the
inerease in inxez resulting from the
impogition  of the surtax. After-tnx
profits were only $3 billion or 6 parcent
higher in 1968 than in 1947, Moreover,
with dirvidend payments rising nearly
the same amount as after-tax profits,
retained ewrnings (at $268.4 billion)
ware only abont §1 billion ahove those
of 1067 ond were still signifieantly
below their 1966 record high of $29.3
billion. Rfost of last year's rise in cor-
pornte internol funds came from o §4
billion increase in eapita} consampiion
allowances.

Industry gaing widespread

All industries eontributed to the 1968
income rise. The incoine sriginating in
nearly all the ruajor industry groups
wae considarably greater last yoar than

19

in 1967, with most gains falling in the
rather narrow ronge of ¥ to 10 percant.
Government showed an above-average
incrense of 11¥% percent, und agriculture,
u below-averagxe advance of 5 percent.
Contrasts with the relative changes in
1987 were most striking in the case of
manufaciuring, notably durable goods,
and ngriculture, ns inny be seen in the
tabla on p. 18.
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Labor Markets and Prices

TH:E Fear 1988 was the third con-

secutiva year of large price incremses.

and & sharp contrast to the situstion In
the first helf of the 1980’2, During the
esrly stages of the upswing that began
in the winter of 1961, larpe annual
g#ins in output were reslized with only
& glight wpward drift in prices. From
1961 through 1985, real GNP wmeraased
et an annual rate of 5X parcent, and
prices—as measurad by the implicit
deflator for (GNP—rnse -at & rate of
1% percent per year. This comparative
price stability reflacted mainly the
econticned existence of idle resources
of both labor and capitel. Unem-
ployment, while tending downward
during these ¥eere, was still relatively
large: 6% percent in 1961 and 4% per-
gcapt in 1965, At the same Hme, tha rize
in average compensation per manhour,
about 4% percent per snnum, aveeseded
only slightly the gaios in productivity,
and unit labor epsts inerensed ouly
fractionslly eech yenr.

By mid-1965, with the Vietnam
buildup superimposed upon civilian
demends thai were already buoyant,
thera were signs that the well-balanced
business growth that had character-
ized the preceding years was ending
oxd that the economy was beginnipg
te¢ expend unevenly and in excess of
its capsbilities, With the rate of ad-
vancs in total output spurting to over
8} percent for the year, these emerging
imbalances and inflationery develop-
ments intensified in late 1965.

In 1966, pressuras on resourcea
mounted, az the advance in real GNP
continead at the rapid pace of the
previous year. The unemploymeni raia

4

in 1964 dropped to 3% percent. Com-
pensation per man-hour rose more thean

7 percent, the growth in productivity .

slowed, and unit labor cosis showed
their fivel sizable incroase of the ex-
pansion. Mainly bacause of these cost
inereases, prices ross more tham 2%
perceac.

Even though the pace of the output
advence slowed oconsiderably in 1987,
the unemployment rate-price record
for that year wes litidte different from

thet of 1966, Principally becaunse of
large withdrswals from the labor force
in the ewly part of the year, when the
business expansion wes very slow, the
unemployment raté showed no im-
crense ns comparad with 1066, Average
compensation went wp somewhat less
than tha year befors, but thera was
Bitile rise in productivity. Unit coste—
labor 25 well 8s nonlabor—showed 2
Inrge advance, much of which waa
reflacied in highar pricas.

Labor Markets in 1968 .

PRESSURES in the lahor market weora
severs during 1963. For the year as 2
whole, the number of new joba created
outstripped the rise in .the civilian
labar foree, snd the number of persous
nnemployed was reduced.

The unemployment rate, which was
alvesdy et the umusuaily low lavel of
about 3% percent kowsrd the closa of
1967, chenged litde during most of
1868, Howaver, conditions becarne stll
tighter lata in the wear, sand the raie
dropped t¢ 3.3 percent in November
sndl December, the lowest ratios re-
corded since the Koresn conflict {chart
21}. For 1988 as s whole, the unem-
ployment rate sveraged 3.6 percent, &
little under the 3.8 percent registered
in each of the preceding 2 years.

The demand for lahor was extremely
strong in 1968, especially for skilied
and experienced employeces. With the
cost of living rising rapidly, with labor’s

bargaining position very fevorable and
with saveral importent contracts up
for ranewal, major contract settements
provided lerge gains that were an im-
portant factor in last year's sharp
segaleration in rates of pay. Wage in-
creascd were obtained in a setting of
considersbls labor onrest; the number
of sirikes was the largest in 15 years
ond time lost from strikes was the
Jargest since 195%.

Employment totals 76 million

Civilian employment rose 1.5 million
Iast yonr to 78 million. The size of the
employment gain wee litile different
from the sdvemos registered in 1967
but was below the annyal increpses
of 1.8 million in 1965 and 1986. Last
year's gain in the civilisn labor force
came to 14 million, less than the rise
in 1867 but about sverags for other
yooent years.
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In the tight labor market of 1968,
adult women accounted for sbout 35
percent (875,000) of the emeployment
rise even though they sccounted for
only one-third of the total number of
jobkollers in 1867. In conirasé, adult
men filled only sbouc 38 percent
(575,000) of the new jobs although thay
held three-fifths of tha jobs the year
before. The rise of 100,000 In teanage
employment of both sexes was about
propertional to thelr imporiance in
1967 employment.

The nonfarm sector accounted for
all of last year's employment change.

SURVEY OF CURRENT BUSINESS

After having shown . continuocus redure-
tions sipee 1960, apricultural employ.
ment last year wea about wnchanged
fromi 1967. This leveling off Further
intensified pressures in the vonegri-
owltural job market. During the 1960
the movement of farm worlers to non-
farm jobs aversged ahout 200,000 per
annwm and, as the table indicates, was
an important source of supply for the
nonagrieultural labor merket.

Advarice In nonferm employment

The number of employess on non-
agricultural payrolls rose more than 2
million {3 percent) last year to totbal
about 68 million, sccording to data
from nonfarm establishments. The 1068
peyroll empliyment pain slightly ex-
ceeded the advance registered in 1967,
but was wall balow the rise of 3.2

million in 1968 and 2.5 million in 1965

(sea following tabla}.

It may be noted that the 1968 change
reported by eatablishments is consider-
ably larger than smployment geins cited
eaclier, which are based on figures ob-
igined -throegh household surveys. The
diffecences, which have been sizable in
recant years, are traceable primarily to
two factors. {1) The household survey
includes three groups of workers not
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inclnded in the establishment sarvey:
domesiic and other privats houssheld
worlkars, tha self-employed, and unpeid
workers who work 15 hours or mors in
family-sperated enterprises. The nim-
ber of employess in these three groups
has been declining over time, and the
drop iz ngually steepeat when sther job
openings are Most numearous. {2) Work-
ers who hold two or more jobs "moon-
Kghtare’ in nonfarm eztablishments ars
counted twice or more often in the
establishinent survey apd only once in
the household survey. If the amount of
""maonlighting™ is inecreasing, =s i%
apparently does when jobs are easy to
find, reported job koldings will go up
faster in the establishment survey than
in the other.

Gaing widespread by industry

Employment in manufacturing rose
300,000 in 1968, to a total of 1% mil-
lion, continuing the arpanszion in prog-
ress eince 1962 Although the advance
was larger than that of 1967, it was far
below the rise of 730,000 in 1986 and
1,160,000 in 1966. Employment gaina
Inst vear ocourred in neardy all of the
major durable goods producing indus-
triea, with the largest and one of the
strongest in transportation squipment;
there was also a vigerous edvenes in
vrdeance, In contrast, employment for
the year decremsed slightly in nown-
electric machinery, and dropped med-
erately in primary metals for the second
straight yesz. Employment was also
higher in most soft goods industries
exvept for fond processing and tobacco.

Private nonmanufaciuring industries
showed & gain that excetded 1.2 million
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and almost raatehed. the record inerenon
of 1066. The largeet paine—about
450,600 to BOO,000—were ragistersd in
the large iwade and service groups. Job

apenings in these industries have been

increasing a4 & swift pace all during the
1990's. The rapidly expanding financs,
insurance, and real astate group added
140,900 jobs leat. yeer, while empioy-
ment in transportation rosa by 75,000.
Exployment in the cyclically sensitive
contract construction industry incressed
50,000 last year, nesrly makiog up the
declire exparienced in 1967.

State and logal government emplu*p
ment continued to rise at » fast Pece in
10488, the number of jobs increasing
by more thar g helf million for the
third comsecutive year. In sharp con-
treat, however, Federal employment
was litile changed, after having risen
rnore than 150,000 ie esch of the pre-

veding 2 years.
Decline in unemployment

With the job gain wreeading the lobor
force advancs in 1868, the pymber of
persons out of work declined nealy
180,000 to & total of 2.8 million persens.
The last time the ‘pumber of unem-
ploved was that low was in the mid-
1950's, whan tha sconomy {az measuraed
by real GNF) was less than two-thirds

aa large. For 1967 as a whole, the rise

in the labor foree exceaded the number
of new jobs and unemployment in-
creased by 100,000 persone,

Lowar unempluymant. raies were &vi-
dent in 2t the vedous socio-economic
groups. For workers in the prime age-
seX-graup—males 20 years old or over—
the rate fall to 2.2 percent: this was
only & smafl improavement Finm the
year before becsuse the rste was el-
ready virtually &t the frictional level.
The upemploymens rate for adult
women fell from 4.2 to 3.8 percent,
whila that for teensgers showed only
a slight improvement, from 12.9 to
12.7 percent.. In 1967, when demand
was less pressing, unemployment rates
for women and bteensgers rose, bai the
rate for adult men continued to decline.

Nonswhiee rate still high
The unemployment rate declined rel-

e
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atively more for nonwhite persons:than
for white parsons in 1968, Nevertheless,

the rate for the former conticued to be

double that for the latter; the problem
ie expecially aoute among nonwhite
teenagers, whoee unemployment - re-
mained at 26 percent last year. More-
over, the nonwhite unemployment rate
has not improved much relative to the
white rate over this dacade.
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A chart 22 shows, unemployment

.-yaten for b-uth whites and nonwhitez in

sach of the major age-sex groups hava

" gpllen substantially sinece 1961, when

the oversll rate stood at 63 percent.
In 1081, at the beginning of the current

‘business expengion, £he wmemployment
“rate for nonwhites (12% percent) was s

little more then fwice that of whites
(6 percent). Last year, the rate for
both groups was substsnially lower.
The nonwhite rate (6% percent) was still
somewhat more than double the white
rate (34 pement.} tut a ralative im-
provement is evident for aduls males.
It should be noted thet despits lovar
rates, white unemploymens, at 8 little
over 2 millicn in 1968, was stili sub-
stantially preater than nonwhite un-
employment, which svereged sbout
600000,

Ratee of pay higher

Increases in rates of pay accelernted
sharply in lMast year's Eight labor
market. Averaga hourly earnings in
private industries scored a 6.3 percent
advance, as a result of widespread
gains that exceeded those of any other
year in the present decade (aze table).

The 1968 increases were the resul of
wage increasss for nonunionized work-
ers, atatutory increases under the Fad-
eral minimum wage law and sebstantial
settlemnents under union contracts. La-
bor- contracts were negotiated for at
least two-fifths of the 10.7 million
workers coversd by msjor collective-
bargaining agreements, According to
the Labor Department, the coniaocts
settded during 1968 provided a median
first-year wage rate adjustment of 7.5
percent of straight-time hourly earn-
ings. This gain substantially axcesded
the 5.6 percent increase nnder settle-

. ments concluded in 1067 and the 4.8

percent increase of 1968, The first-year
changas of the 1988 setiernenta zre
“front-end loaded” to 1 considerable
dagres, since the wapa changs over tha
entire life of tha sontracisis 5.1 percent,
oniy dfightly above the 1867 figure. The
emphsasis on the large first-year figure
apparently reflectz labor's concern over
the rapid price risa.
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Price Developments in 1968

WIDESFREAD price increases char-
acterized last year's full-employment
economy. A combinadion of highar sg-
gregate demand, msing costs of produc-
tion, and s buildep of inflationary
expostations led 6o the most sizable
overall price rise zince the 6 months
following the outbreak of the Eozean
war. Moreover, ¥ not for the excess
production capacity in some basic
imdustries such es steel snd cement and
the availability of competitively priced
imported goods, the price increases of
1968 would have been still grecter.

. Not all of last vear's price rise was a
reflection of rising demand under full-
employmené conditions. Farm prices
are o gignificant cage in point. These
prices, which had declined in 1867 and
helped to offact the riss in the nopferm
sactor, turned around and added to the
general price advence in 1958,

The prices of goods end sexvices m-
cluded in the GNP rose approximately
1 pereent in each guartar of 1063 and
averaged 8% percent higher than in
1967. For the year as a whole, congaemer
prices ehowed an advance of mora than
4 percent following & rise of nearly 3
percent in the preceding year, Prices in
wholesale markets rose 2% perosnt last
yoar, after little changs from 1066 to
1867,

Corporate Prices and Costs

A useful analysis of price-cost-profit
relationships iz afforded by data for
nonfinaacial corporations, whichk pro-

‘duce o large share. -of the GNTP and

which heve clear-cut distinetions be-
tween. wages and profits. (The latter
in not frue of nonincorporated business.)
The data provide a link between the
flow of leher and mnonlabor incoms,

on the one hand, and the real volume of

. output, on the other. Costs and profits

per unit of production are pbiained by
dividing each fmcome aad nonineome
agzregate measurved in current dellars—
profits, employee compensation, capital
consumption sllowances, ete.—by the
total production of these corperations
measured in constant 1948 dollars.
The sum of the cosis and profits per
unit eguaels price per unit, which i
the deflator for nenfinancial eorpora-
tions.

Real corporata output rose 8 percent
in 1968—a noteworthy recovery from
the small 1% percent gain from 1966 to
1067, Corporate prices rose close to 2
percent, reflesting pot only expanded
profit marging but aleo higher costs.
Tha 1968 price rize was only alichtly
more than tha rise the wear befors,
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tut well above tha imcreases in suoy
other year of the cerrent expansion.’
The components of price chzoge in
1968 were diferent from those in 1987
gven though the overall advance in
prices wss not much different. Last
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year witnessed a rize in unit labor costs
that was well below that of 1967 : abaut
2.7 percent as compared with 4.3 per-
cent. The deceleration in the rise in
unit lnbor costs in 1968 occurred despite
the substantial incresses in roies of
employee compensation. This reflects
the fack that higher labor productivity
(output per man-hour) offset the in-
creases in employee compensation to a
greater extent in 1968 than in 19467.

TIn wddition to less growth in wmit
labor costs, the rise in the nonlzbor
component of unit cosis also slowed
markedly in 1968. These costs, which
inelude primorily capital consumption

IR e s
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allowances, indirect business taxss, and
interest, sre relatively fived in the
short. yun. Nonlabor costs per tnit of
corparnte output rose 2.2 percent in
1963 as compared with a 7 pereent
increase in 1967.

Finally, the incraase in the unit price
of corporate cutput in 1968 differed
from that of 1967 with respect to the
role of profit margins. In 1967, when
demand condittons wese less bucyant,
corporations were forced to asbsorb
paré of their sharply higher unit costs
in the form of lower prefit margins,
which declined abous 7% percent. Losk
year, however, the reverse of the 1067
situation prevailed. SBirong market de-
monds permitted corporstions to raise
unit prices more than the wnit cost
in¢reaszes, and profit mergins roze ahout
4% parcant.

These developments are lustrated
in chart 25, where the yesr-to-yestr
changes are shown in absclute rather
than percentage terme. The chart makes
clear that lest year, higher labor costa
aocounted for somewhat more than half
the prica rise; in the 2 preceding yesss,
lshor costs on balatee accoumted for
olmost all of the prics rize.

Consuraer Prices

Pricas of +virtuslly sl consumer
goods and services rose in 1968, unlika
1957, when nesr-stability in food prices
dampened the rige in the overall index,
Service prices generally showed the
laroest advances, renging from about
2% percent for rant to nesgly TH percant
for medical vare. Prices of consumer
commodities oversged 3% percent above
1957 with about equal incresses in food
and nonfood.

Foad prices rebound

Retail food prices advancsd last yoar
despite improved supplies of many
items. Prices in grocery stores were up
more than 3 percent after n small de-
cline in 1987, and prices of restaurant
menls intrensed more thom 5 percent.
Fhe rize in restsurant prices reftects
not only the higher cost of food pre-
pared by such establishments but also
a subsiantial boost in employae pay
seales—in part & resuit of the extension

Fapuery 108D

of minimum wage coverage early in
the year.

Changes in retail grocery store food
prices weare in sharp contrast to 1967,
Twa groups that accouné for more than
one-half of consumner feod purchases—
meats, pouliry, and fish, and “other
foods at home” (which includes such
important commedities 85 margacine,
cooking oil, eggs, suger, and coffee)}—
rosa almost 2% percent after sizable
decrenses in 1967, In conirast, prices
of cerenls and bakery produects and
dairy products increased less then in
1967. The most significant contribution
to the rise in food prices last yenr carne
from fruits and vegetables. These prod-
uets, which account for reughly one-
sivth of the foed index and were un-
changed from 1348 to 1987, showed an
averaga price advance of 7Y parcent
from 1967 to 1068, A sharp riss in
citrys froit prices last winter, due to &
freaze that reduced supplies, accounted
for tha bulk of the ihereasa,

Nonfood comanadity prices up

Prices of consumer goods other than
food rose 3% percent from 1067 to
1968, after inesenses of 2¥ percent in
1967 snd 1% pereeni in F366. Last
year's incresses for nondursble goods
averaged more than 4 percent, while
those for durahlas ware about 3 percent.
Rising apparel prices were nn Impaortant
part of the broad advance for nou-
dursbles; retail prices of clothing and
shoes were boosted almost 6 percent
last year, the largest rise since the
goars buying that followed the start
of the Korean war.

The price rise for consumer durable
goods lash yenr was a continuation of &
pronounced upward trend thst started
in early 1967 after zewveral years of
comparative stability. New cor prices
were up 3 percent from the year-esarlier
svernge, reflecting the increases posted
on both the new 1088 models in late
1967 and the new 196 models intro-
duced last September. Prices of house-
hoid durables rose 3% percent last yem
after & 14 percent advance in 1967.

Service price rise continues

Service prices contiowed to be the
most rapidiy nising component of tha
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‘ Consumar Price Index. For all services,
" oricds Tose 8% porcent in 1966, 4% per-
- egnt in 1967, and 64 percent last year;
it rents are excluded, each of these
figntes would be incressed by ebout
ane-hlf of 1 percent. To o large degres,
service prica changes reflect changes in
labor costs. The tight laber market,
higher minimum wage Tates, and ex-
tended minimwm wege coverage hove
ali besn importent factors ¢contributing
to the upward movement of wnges and
prices in service industries.

Prices of medical care services con-
tinued their pronounced rise In 1968,
but the tempo of the advance assed
somewhat from the 8% percent rate of
1987, tha first full year of medicare.
However, last year's T¥ percent in-
crease was the largest among the major
service cntegories, as doctors’ fees ad-
vancsd, hospital room chorges saared,
and henlth insurance premiums were
adjusted upward to kaep poca.

Prica rises for most other services
were also substantial in I963. House-
hoid sarvices, excloding rent, rose nearly
6 percent, partly because of sharply
higher mortpaze interest costs; trans-
portation serviees were up 4 percent,
and prices of miscellaneons =ervices,
such a5 hairewts, movie admissions, and
eollege tuition fees, incressed an aver-
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age of 54 percent. The rise in rents
pooelerated with a boosé of 2} jpercent;
the aseceleration refects mainly the
pressure of demand on the compatn-
tively limited supply of apartments, as
avidenced in the steady decling in rental
vacancy ratos.

The text table shows, for asch of the
major components of the Consumer
Price Index, the contribution fo the
price rize in each of the past 3 years.
The eontribultion is measured by the
pries change times the relative im-
portanes of the component.

Wholesale Prices

Prices in whaolssale markeis intreased
2% percent from 1967 to 1968, after
litile change the preceding yenar. Trices
of industrinl and egrioultural com-
modities showed about egual gains, in
contrast to 1987 when a modersie rise
for induatrisl praducts was aboub offset
by declines in farm producis and foods.
The advonee in indostris! commodity
pricas for the full year 1968 wus the
laygast in & decade and was broadly
based: (f the 12 major industrisl som-
modity groups in the Wholesnle Price
Index, 10 registered increases. Prices
of farm products and processed foods
reversed their 1867 decline with in-
cranses in both crops and livestock.

Agricultural commodities higher

On & combined basis, prices of form
products, processed foods, and feeds
advanced 2X percent in 1968 after a
somewhat higher drep the preceding
yesl., The rise in farm wreduct prices
slightly exseeded that for foods and
feeds combined; in the latter catsgory,
prices of manufsctured animal feeds
werkened ns o result of reduced sxports
snd little change in domestic demand.
Bumper crops of food and feed grains,
both in the Uniied Stetes ond abroad,
led to a dechime of 11 percent in domestio
grain, prices last yeor; $his was the only
significant reduction among the major
ngricultural commodity grouwpas (ses
table}. Improved demand bolstered
prices of hivestock snd msuts about 3%
percent, after matked declines in 1967,
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and prices of fruits and vegetables, both
frash and processed, wera up 6 persent
Inst year.

Changes in Wholtsale Frices of Farm
Products and Fools
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ITndustriol prices increase

Wholezsnle prices of indusirial com-
modities—z  key measura of nrice
trands—showed widespraad and gen-
ernlly substaniini increases last yeer.

{Continued on page 32)
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Changes in Prices, Costs, and Profits Per
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THE sirong 1ize in aconomic setivity
Inst year broaght increased- demands
to credit markets that were already
under stress as the year began. Govern-
ments were unnsuaily large borrowers
in 1968, Binis and Incel povernments
issued o reccrd volume of new secori-
ties, and the Federsl Government fssued
new securities in smounis close to list
year's postwar record. Consumers in-
creased their borrowing in 1968 mark-
adly: Additions Lo morigage debt were
almost ome-fifih higher and additions
to installment debt more than 2% {imes
o3 large as the increases the year before.
Corporate business remained heavily
depandent on external financing last
yoar as the riss in internal funds failed
to keep pace with -the expansion in
investment erpanditures. The funds
roised by corparations in credit markats
in 1988 werid second only te the record
wmounts borrowed in 1967, .

The sirains that these heavy de-
mands for Junds imposed on credit
markets were accentuated by o restric-
tive monetary policy. In 2n attempt
to coptein inflationary pressuves and
promeke orderly econorie growth, the
Federal Resarve System pursued a
mongtary policy designed to provide
a limited aecommodation of unusually
lorge credit demsnds: Although re-
strictive in relation to the demends for
funds, this policy, whish varied in its
intenzidy nt different times within the
year, permitied substantisl growth in
bank credit, money supply, ond time
depasits,

Interest rates and bond yields

Despite strong growth in monetary
variables in 1988, the pressures that
m .

L)

developad in financial markets produeced
the highest annual levels for financing
eoste in several  decades. Lopg-term
rates, which had advanced from 19466
to 1967, rose still further lsst yenr, and
short-term rates, which had fallen in
1967, rose to new Tecorde (chart 36).
Interest rates nnd hond yields axhibited
arratic pattern: during 1968 as they
responded to a wariety of influences—
the uneven impact of cradit restraint,
the gold crisis in. the spring, uncer-
taintiss sszociated with the passava of
the program of fiseal resiraint, anticipa-
tionz of contioued mmfladon, and the
shifting prospects for pence in Vietnam.
On balence, finuncing cosis rose over
the first 5 months of 1983 and by the
end of May had axceeded the highs
established in 1966 and 1967, Following
the passsge of iax legisiation snd the
ensuing rdaxation of credit tightness,
financing costs fell noficeably through
midsymmer but rose again in the fall
The upward trend in finsncing costs
gathered momentum: in December when
commercial banks twice reized their
ptime rates, ond the Federal Reserve
System xaised the discount mate. By
yearend, most interest rates and bond
yialds had risen above their end-of-May

peeks,

Monetary policy

Duwing the first half of 1988, the
burden of dampenity the economic
expansion Tell om nonstary poliay.
Follywing the shift from expansive
eradit policies in Jate 1967, which the
Fedearal Resarve System signaled with
incraases in both the discount rate and
the - reserve requiremenis on demend
deposits, the nuthorifies moved grad-

uelly towsard tightening in the aarly
months of 1963, Te the spring months,
faced with the strong evidence of an
seesleration in infationary pressures,
and the outbresk of the gold end
doller crisie, the authorities used mone-
tary policy more forceiully. The dis-
count rate was raised from 44 @ 5
perent on March 22 and agein on
April 19 to BY percent. Although the
System made substantial purchases of
Government seciurities through ifs open
market operations, these were limited
to offsetting the loss of reserves that
resulted from pold sales. Alro, especially
from mid-March to mid-April, the
System imposed considerable restroint
on the bonking systemm by delaying
action to reise the inberest rate Limits
thnt Regulation Q wllowed banks o
pay for time deposits. With market
rates of interest yising, banks were
experiencing considerable difficulty in
attraciing and holding these deposits,
& particularly acute preblem in the
casa of the large denomination r.eruﬁ-
cate of deposit funds.

Douring the sumprer, after the passage
of the program of fisoal restraint, the
tampo of eredit polisy changed again.
Concerned with the possibility that the
late June tax and expenditure legislation
might lend to an overdose of fiscal
restrnint, ond seiking to estnblish &

better mix between monetary snd fisonl

policies, the Federal Reserve made
heavy open market purchases of Gov-
ernment sacyrities. This permitted an
expansion in bank reserves thet helped
ease credit conditions gonsiderebly. On
August 15, ths discount rate was low-
ered from 5% to 5Y percent.

In tha full, when it bacame evident
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" that consumer Bnd Dusiness spanding
- were not slowing down s anticipated,
- gredit restreint was stepped up. In tha

tlosing months of the year, open market,
operstions held the line on tha ax-
ion in member bank reserves, rising
matket rates of interest were sgain
bringing tha banks under pressura from
Reagulation @ ceilings, sand on Decem-
ber 1%, the discount rate was returned
to ita pre-August level of 5% percent.

Banl eredit exponsion
The credit policy pursued in 1$68 per-
mitted an expansion in member bank
reserves that provided an incroase of
© 11 percent in commercial bank credit.
This was only alichtly less than the
postwar racord increase of 1987 when
stimulative cradit policies provailed,
snd it wes twice as large as tha 5%
percent advance in 19668, the last ex-
perience with credit restraint. Following
the pattern of monetery policy noted
shove, bank «redit expansion was un-
evan ovet the coursa of 1968: loans
end investments at commercial banks
rose at o moderate 64 percent annual
rote in the first two quarters, spuried
te a record 19 percent ennual rate in
the summer and then tapered fo a 10¥
percent rats in the fourth quarier.

Loang at eommereial hanls increased
327 billien Iast year and accountad for
thout 70 peresnt of the total expansion
in bank credit. This contrasts with tha
year befors when, under less buoyant
conditions, commaereial banks allocated
more than half of their portfolio in-
creases Lo investments in U.5. Gavern-
ment and gther securities. Despite the
limitations of moenetary policy, loans
at commmercial baniz wers relatively
strang in the first half of 1968 s banls
ralied on the liquidity they had built
up in 1967 and eupported loan expan-
sion by curteiling their investments in
securities. Loan expansion accelsrsted
sharply in the summer quarter, but
subsided 2 Fttle in the closing quarter
of the vear.

The investment component of bank
eredit rose $11 billion in 1968, ronghly
helf of the advance posted in 1967. By
far the largest part of last yesr's in-

_crease (§5 billion) wes recorded in the
second half of the year, and most of
this was concentreted in the summer

SURVEY OF CUERENT BUSINESS

quarter. For the year as » whele, most
of the commercinl bank investments
were in State and local oblipations as
banks ndded only 32 billion o their
holdings of 1.5, Government $ecurities.

Bonk deposit expansion

Total deposit linhilitias of commercial
banizs mirrerad the strong expansion in
benk credit and rose 9% percent Ias;
yvear. Tha money stock (currency and
demand deposits) increased 64 percent
in 1968, ahout the same as in 1587, but
the 11% percent expansion in time
deposits was substantially less then the
advance in the preceding year.

Increases in  time depesits  were
smallest in the spring, larpest in the
summer and tapered slightly in the fall.

These variations reflected the vneven-

3l

ness of moneisty restraint last year,
a5 weall az shifts in the publie’s prefer-
ences for holding time deposit balances.
The Intter, in turn, was related to the
moveaments in market rates of interesi
nnd to the relationship these bear to
the maximum ceiling rates that Reguln-
tion @} allows the banks to pay for time
deposits. In ifate winter and spring,
when restrainbts were  greatest, the
rapid rise in market raies of interesi
reduced the attractiveness of the rates
paid on bime deposiis, and interesi-
sensitive depusitors shifted from these
deposits to higher yielding market
sectrities. In the summer, when credit
restraint was relaxed and market rates
of interest receded, this process was
reversad and  time deposit growth
accelerpted, In fate fall, the strong rise
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in Interest rates was sppareatly again
causing & shift in the public's preferencs
for holding time deposit balances, and
growih in these deposits modernted.
. While the expansion in money stock:
was rapid throughout last year, it was
part;mula:ly "pmnnunmd during’ the
gpring. Afier rising i & seasonolly
adjusted annual rate of 4% percent
from Jonuary to March, the growth in
money stock surged to an 84 percent
rate in the second quarber, tapered to
sbout half this pace in the summer snd
then rose at nesrly o 74 percent rate
in the closing quarter of the year. In
w general way, these changes were the
reverse of those shown by titne daposits.
The unusuzl asceleration in monsy
expansion in the spring resulted in part
from tha public’s decision to shift tha
Bow of new deposits from time to de-
mand deposits. As explained sbova, this
was @ consaquence of the chuinging

SURVEY OF CURRENT BUSINESS

gpread between market rates of interest
and the rates that Reg’ulnt&nn Q per-
mitted banks to pay on @me deposita,
It wes also & consequence of s strong
demand for money balences that devel-
oped at this time. This demand ia
believed to have been related to the
shiarp ‘step-up in the volume of stock
market notivity and the accompanying
log jarn in paperwork—and to a variety
of uncertainties: the gold and dollar
erisis, the outlook for fiscal Testreiut,
and the course of monetary policy and
interest rates. Thus, with the demand
for money strong end for time deposits
woak, the deposmit creation that did
aceur during the spring mainly took
the form of demand deposits. Tn nddi-
tion, the promowriced zzeond quarter
scceleration in money stock was partly
the result of & marked shift from Gov-
exhinent demend deposits (which sre
not sounted a5 pert of the prnvate

Jénuary 1969

money stock) {o private accounts.
The growth of demand deposits
slowed appreciably in the summer when
tima deposit growth accelersted and
government deposits ‘built up. During
the fall, the pickup in money growth
reflected s reversal of these develop-
ments; Government demend deposits
wera reduced and the public again de-
voted a somewhat larger proportion of
deposit growth 40 monay balances end
s smaller proportion to titne deposits
(sco table).
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Within tha - year, prices odvapced
sharply during. the winter months,
levaled off-through Augnsi, and begen
to vise agein in. the fall. The period of
stability during the sumemer resulted
from & retardaiion in the rate of price
increases for most commodity groups
end a decline in prices of metals.
Ameong the major commeodity groups,
the most prominent advance was the 13
percent rise in lumber and wooed prod-
ucts, which have o weight of only 3¥
perceni in the oversll indystrial index.
Eight groups with & weight of 70 percent
in the Industrisl Price Index showed
inerenses yonging from 2¥ to 3% per-
cent. Among these, the most important
wore the inerenses in such heavily
waighted catepories as textils products
and apparal, metals and metal products,
and machinery and equipment,-
Wholeszle prices of. textils products
and spparel had fluctuated in-an ax-
tretnely harrow range for nearly 15
years prior to late 1967, mainly becausa
of the pronounced expansion -in the

capacity of mermade fbers and the
competition from imports. In 1968,
however, prices of taxtile produets and
nppevel rose 3% percent as manmade
fiber prices firmed snd priess.of cotton
products sdvancad.

Matnls prices moved erratically in
1068 but, on balanee, averaged 2% per-
cent above their 1967 level, sbout
double the rise in. the preceding wear.
The 3% perceni rise in the index of
nonferrons maetals prices was closely
associated with the copper =situation.

Domestio eopper production was shut,

down by o sirike that began in mid-1967
and axtanded inte April 1968. Prices of
secondary copper produects incraased
substantislly during the strike period,
but dropped shorply after a setilament
was reached. Domestic producers raised
primary coppér prices at the end of the
strike and again ot yearend.

Iron-and steel prices: were somawhat,
unstable durmg 18658; producers in-
creased prices of some key products
afier a new lphor contraci was con-
cluded on Jualy 31, but a substantial
reduction—puortisilly rescinded—was
mede on hot-rolled sheets jn the fall,

Declines in steel scrap prices during
1968 secompanied the decline in steel
production after late epring and held
the rissin the oversell index of iron and
steal prices to 2 percent.

Machimery pricss continued to rise

at the 3 percent rate of the 2 preceding
Fears, Ineresses were sizable for all
satagories except sleeftienl machinery.
Prices of motor vehielez and equipment
rose 2% percent in 1988 after » 1% per-
cent inerease the preceding yoar.
- The rite m the overall index of
industrial eommodity prices was
dempenad last year by a reduction
in fuel prices snd near-stability in
chemical prices; together, these com-
moadities constitute nearly one-fifth of
the industrial index, The drop in fuels
reflects mainly- declines that have
occurred in refined petroleum product
prices since their sharp runup in mid-
1967 ot the dme of tha Middiz Esat
conflioh; these were ofiest to . some
extent by higher coal prices. Chemical
pnnas ﬂnﬂad & littla becanse of price-
cubting in agriculturnl chemicals and
fsmhzars, where wpamt:p‘ hes been
exceszive.



THE pattern of our international
receipte and payments in 1968 was
notably different from the pattern of
previous  years, veflecting unusual
changes in érede and copitsl trans-
netions. Even though expeoris rose sub-
stentinlly, 4 mew upsurge in imports
eansad 2 proncunced decline in our
merchondise trade surplus. In an even
more striking davelopmens, the Thnited
States became o net importer of capital
in 1968. This changa on capital oceovnt
more than offeat the daterioration in
the trada halance, resulting in a liguidity
halanca more favorable than in any
cther yeor since 1947.

The yeor 1968 begnn in & climote of
uncertainty in financisl markets. There
were lingering doubiz a3 to the sirengih
of the dollor after Britain's foilure in
late 1987 to maintain the exchonge
volua of tha pound. In order to restore
confidence in the dollar and in the inter-
nstional monetary system, the Presi-
dent annonnced & brosd program on
Janvary 1, 1968, to Improve the balance
of payments, The program ineluded
mandatory restraints or direct invest-
ment abroad, tighber measures restrain-
ing foreign lending by banks, and
further efforts o reduce the adverse
Impact of Government expendifurss.

Before the effacts of these mensures
werg fully damonstrated, sperulative
purchaces of gold, which had been very
heavy in the fourth quarter of 1967,
resched erisis proportions again in
Murch. U.S. gold losses in the fiust
quarter were nearly 1.4 billion, mest
of which was used bo meet private
demand in foreign gold markets. This
loss wos brought to s helt ofter the
international agreement of March 17

to stabilize offisial gold reserves. The
pgresmant to stop supplying gold from
officinl resarves to private markats
meant that private demaond snd supply
{including naw production) would de-
termine the price of gold traded thers.
At the same time, the price at which
gald was to be traded among official
agencies wias maintsined st 535 per
ounce.

The ewo-tier price system for gold
wes remarkably siceessfint in helting
the speculative attack on the officisl
gold price. Uncertainty owver the
strength of the doMor disappeared
befora midyear, and the doliar remainad
Telatively strong on tha exchangs mar-
kets in tha face of speculation over
the defensibility of existing exchange
rotes for the German mark and the
French franc.

L.5. Balamse of Paymats
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Later in the year, speculative move-
ments of funds ont of Franca for n-
vestrnent in  German marks placed
extreme strains on international finan-
cial markets. Although the U.8. dollar
wis not under pressura during these
disruptions, the defensive measures
employed by foreign countries in pro-
tecting their currencies and the support
extended them by the United States
led to significant changes in the com-
position of T.3. officinl reserves and
in U5, linbilities to foreipm official
ngencies.

In the process of supporting their
currencies, foreign official agencies made
massive use of their liguid dollar
holdings, ineluding those cl:ained
through swap armrangements with che
United States and through their draw-
ings of dollars from the IMF. During
the course of tha yewr, these support
eperations affected T.5. pecommts by
(1) reducing U.S. liquid lisbilities to
foreign official agencies, {2) increasing
0.8, liguid lisbilities to private for-
eigners, (3) increasing U.B. official
reserve assets held in the form of
convertible currencies, and (4) im-
provipg the U8, zold tranche position
in the IMF.

Changes in balances

During the foll year 1968, the U.S.
reserve position in the IMF and the
convertible forsizn currencies included
in US. official reserves ineressed by
£2.1 bBlion, more than offsetting the
net vednetion of $1.2 billion in the zold
stock. Thus, total 1.5, officiel reserve
assets, although chnnged in composi-
tion, showed a net increase of 0.9
billion during 1968,

3B
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~During the first 9 months of 1068,
thera was & nat decrease of $1.¢ billion
in U.S. liabilities to foreign official
agencies. Thia reflected reductions  of
$3.6 billion in licuid liapilities offset,
in part, by an inereass of some $1.7

hillion in nonliguid liabilities, including.

gpecial finencial transaciions desipned
to convert 1.5, Eebilities to foreizners
from Yiquid to nonligquid form. The

net reduetion in TS, liabilities to.

foreign official agencies for the full yesr
plus the increase in [7.8. officis] reserve
amsets created a larga surplus im the
balance measured on the official reserve
tr&.nsannuna besis, s mmparaﬂ with a
deficit of $3.4 billion on this basis in
1967, .

Sinee the balsnce on the hqmdﬂ.jr
basis is not affected by the shift of liquid
dollar lishilities from official to private
asecounts, this messmra of the balanee of
peyments was less influenced by the
AMErEEncYy ﬂunnmn.l operationg abiosd.
The improvement in the liquidity bal-
anhce, therefore, reflected principally the
lerge inflows through foreigners’ net
investments in the United States, in-
cluding purchases of U.5. stocks, bonds,
end other nunllqmd assats. . These
contrabutions; truguthar with & m«a in

receipts from special trensections br_

forsign official apencies (up from less
than, $1.0 billion in 1967 to more than
$1.4 billion through Eeptrﬂm'her 1965),
mora than offset the serious deteriora-
tion in the U.8. trade balance. In the
first  months of 1968, the total Hqiiidity
deficit was coly $0.3 bilion, sansonnlly
adjusted, and the ﬁnal tﬂi:ra[ for the Tull
year moy have been midre Favorable.
The écomparable’ defioit was $3.6 billion
for all of 1967 axd abc}ut 313 billign in
1965 and lﬂﬁﬁ (ﬂharb E'?]

Merchandise Trade |

Oh the basis of indemplete data for
the whola year; the Nation's favorshie
trede balance sppears to have droppsd
from: $3Y% billion in 1967 to- barely $4%
billion in the year just ended: (On the
Burpau of Ceisus basis, the bslance
fell from $4.1 billion to 1967 to $1.1
billion in 1968.) The export surplus -of
8% billion wos - the msrrowest in the
* whole post-World War IT period, and

SURVEY OF CURRENT BUSINESS

the year-to-year detericration of $3 'bil-
livn. wee the largeat adverse a]n.ﬂ; since
104950, '

- Thess davalupmanha peonrred ngmnst
8 badkground of vigoronsly expending
trade in both . directions last Foar.
Nonmilitary merchandise axports ;in

1968 rosé 11 percent over the praceding.

yesr after a.gain of anly 4% percent
for 1967, while imports inerensed 23
parcent following a 1967 . ndvama of
less than & percent.

Actnal or threstenad: sﬁlkes in dumesal

tic matal industris: 2nd by-longshere-
men at sast and gulf coast ports dis-
torted cquarterly tronds in trade during
1988 and strongly influenced the sta-
tistics for specific . commodities- like
steel, copper, and aluminum. Howerer,
thelr effect on the movement of averall
8XOTES, imports, end the trade balance
for the ¥osr-sa ‘s whols was-not of
mujor importance. "With roealistic as-
svmpiions as to the effects of these
special fgctora on the annual volmmes
of imports and exports, ' it asppears
unlilcaly that much more than one-fifth
of the deterioration i the trade balasnce
in 1965% could ba atiributed to s[:rlkaﬂ
andthathmtufsmkaa ST

Shurp rise in hnpnrts .

The exceptionally large xise in. ira-
poris in 1088 wos reflected in all major
categorics of goods. Industrial suppliea

and . matericls sccounted for about 40 .

percent of the total dollar gain in-jm-
poris, roflecting demands sparked by
the swift pace of 115, ecenomic. growth
snd amplified by strikes or threats of
striless. Nevertheloss, the rafs of in-
crease in- this major category was less
repid than the gein in tofal imports.
Automotive vebicles and parts, on the
other hand, whizh secounted for about
one-tenth. of totsl 1967 imports, con-
tributed . ope-fourth of the 1968 ex-
pansion in: total imports. Imports of
other  nonfond consumer poods . ad-
vanced. at & pace wbout parallel with
the overnll rate, with strong growth
widesprend throughout thiz. group of
commodities. Although imports of foods
and beverages  advancéd Iess rapidly
than- the total, 1968 witnessed a sharD
reversal in coffes imports from the 1967
downturn, whila imporis of whiskey

Januazy- 1964

end meat-products extended. tha gizable
geing of recent years. .

At the same time; total- a.gneulf.ur&]
exports showed almgst no expansion
from 1967. Gams in -exports of corn,
cotton, snd tobacco were lapmaly offset
by lower exports, mainly of serghums
but also of wheat and other grains.

Redyetions in gmm pricee sccentustad

the declines in sagrievlfural export
values.

Among nonfarm products, snnuel
gains were =ubstantial for exporte of
transport equipment,: chemiedls, -and
forest produots. -Howsver, thare. were
some signifieant shifts within the year.
Sharply increased worldwide deliveries
of commerdial transport planes, to-

gother with strongly axpnndmg Anto-
maotive sales to Canada, “gecounted for

neardy half the seasonally sdjusted goin
in total exportis from the last half of
1967 to the first half of 1965, These
o commodity groups-acecounted for
lass than one<ifth of the advance in
oversll exports in the setond half of
1968. The Intter period hrought ex-
panded gaine in axports of chemicals,
wood and paper, and nonferrous metals
{following labor-contract settlemants)
snd marked increasss in exports of
machinery and nponfood consumer

Excopt for the stepped-up pace of
sutomotive deliveries, axporte to Can-
ada showsd little growth m 1988. Ex-
poxts to Western Enrope showed signif-
icant maprovement, &ipnudmg sharply
in the sdcond half of the year, and sales
to Japan in thé aw:md half also het-tm*ed
tha alveady improved perfummca of
the firet hulf

Trade surplus declinegs

The trade surplus, which had virtu-
ally diseppeared in the first half, im-
proved substantially in’ the seﬂond.
However, ot & seazonally adjusied nn-
nual rate of less than %1 billivn (haldnce
of payments basis), it remained ex-
fremely modast. The lmprwemant
within the year was due to & slower
rate of expansion in imports. Tha raie
of increase in imports from the first (o
the sacond half ‘of 1983 was lass than
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ope-third as much as the 18 pereent
merease from the last half of 1947 to
! the first half of 1888, The rate of in-

crag=e In exports in the Iast half of 1068
wis comparibla to the rate of inerense
racorded in the preceding half yenr.

Last year's deteriorntion in the trada
surplus, while extreme, was a continu-
ation of a trend dating from 1964.
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SURVEY OF CURRENT BUSINESS

Chart 28 indicates the persistent decline
in the trade surplus during this period
snd shows how the decline was dis-
tributed among the broad end-use
commodity categories.

In 1968, the trida surplus incroeased
significontly only in aireraft and parts,
reflacting the delivertes of jetlinerz to
foreign airlines. The favorabla balance
of trade deckined only slightly in other
capitel goods categories, but there were
serious deteriorations in all other com-
modity groups. Automotive trode wich
bath Canada snd the rest of the warld
swung from surpluses to deficits, and
even in the food and beverages cate-
gory, the Tnited States recorded on
mmport surplus last vear.

FPrivate Capital and Other
Transactions

The sharp decline in the merchandise
trade balanes from §987 to 1968 was
more than offeet by the phenomenel
balt to the customary net ountflow of
copital through privete transsctions.
The imposition of mandatory eentrols
on direet Investiment fransactions ot
the beginning of tha yesr and the
tightening of restraints on eapital
outflows through T.8. banks were
major factors in the unprecedented
shift te o net inflow of private ezpital
in 1968. Howaver, the largely unrelated
increase In foreign purchases of ont-
standing 7.8, securities (mainly eom-
mon stocks) was an important addi-
tionel element in the improvement on
capital aceount.

Chart 29 indientes the total nat
improvement in private copital trans-
setioms in 1968, by type, slong with
the comparnble annwal data tince 1964,
The major souree of Improvement
Inst yenr was in foreign purchases of
U5 private semrities, which were ot
an unoual rate of $3.7 billion during
the frst 9 months of 1968, a8 compared
with $1.4 billion in 1967, The sales of
TI&. secnvities during the first three
queriers of 1965 included some $1.6
billion ($2.1 hillion onnual rate) of
bonds issued by T.S. corporations to
finance their investments abroad. These
sales wera in direct response to tha
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Foreign Direet Investment Program,
which doez not restriet transfers to
foreign afilintes of funds thot were
borrowed rbreand by a US porent
company. The remainder of seeuritiss
sales wos nlmost entirely foreien pur-
chases of TS corporate stock--%1.2
billion during the 9 months or $1.6
billion &t an annual rate.

A second majoy source of improve-
maent in privata capital transactions in
1982 was the reduvstion in TS, bank
claims of mere than $400 million
(seasonally adjusted annual rate) after
an incresse of some $460 million in
such ¢laims during 1967. This change
may have reflectod the tightening of
the program to restrain bank eredit
under the Faderal Reserve Program,
although the total reduetion in claims
by tha banking community was beyond
that required under the program.

Additional improvement through
othar private capital transactions in-
cluded U5, corporate horrowing abroad
from banks, larsely ta halp finonce
ditect investment aectivities. At the
same tme, there ware soma ofsetting
inereases in corporate assets abread
other than dirsct investments. The
graater part of these were bank deposits
or other temporary investments of
funds that wers obtained through
gpecial bond issugs or other forms of
Foreien borrowing.

If the transfers of funds borrowed
shroad by the U.S. compuonies are in-
cluded, the zeasonelly adjusted annunk
rate of direct investment capital out-
figews in the first three quarters of 1963
cxxceeded the $5.0 billion outfow for
the year 1967. Acquisitions of existing
foreign enterprizes (et of hgunidations
of existing U.5. affifintes) iotnled more
than 5320 million denng the first 2
tonths of 1023 p= compared with nbout
$120 million in all of 1967, Thus, whila
use of foreign-borrowed {unds offset u
larga portion of the balance of pay-
ments impact of investment activities,
the actusl tramsfar= of capital for
direct investment purposes wors not
reduced, and the Foreipn Direct Inwvast-
ment Program appears to have had
little or ne adverse effeck on the scope
of investment activities by {oreign
nffilintes.
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Treproverment in services

The anonuz]l rate of income receipts
from direct invesimenta abroad during
the first @ months of 1068 was about 14
percent above the total for 1967. This
additional source of improvement in
1968 halance of payments receipts

could alzo he abtributed to the contml.

program sinceé reinvestments of eaen-
ings by foreign aifiliates are also subject
to its limitations. Receipta and pag-
menis from tourism showed some net
improvement in 1968 maioly becanse
disturbances in Europe appear to have
affected payments more than receipts,
and expenditores in Canada wera down
a8 compared with those of the year
kefore, when Expo *07 attracted many
U.5. visitors. Among other major pay-
ments, military expenditores abrond
continued to incresse and were at an
snozal rate of $4.5 billion in the fys; 8
months of 1968. In summary, the nat

balance on iramsactions in services {in

conirast w merchandise trade} io-
creased from net receipts of $1.3 billion
in 1887 te nearly $2 billion at o sea-
sonally adjusted eonyal rete in the
January-September period of last year.

Near-Term Prospecte

Improvementa in the T.5. balance
of payments in 1988 reflect the impast
of specin]l citeurastances thaé are net
iiizety to be repeated.this year. It will
be more difficult to realize improve
ments in the same sreas in 1969 since
soma of the favorable changes in capital
flews were transitory in nature or were
essentially one-Ame contributions.
There was an initisl gain for the halance
of payments in 1908 associated with the
tightening of restreints or the impesi-
tion of new mnt.rols. Even il the con-
trols are not relaxed, in the second yeor
of operations they are likely only to
maintein  the u:l:t[:-rovame.nts already
achiered. Any reduction in the reliance
on foreign sourees of finance for direct

SURVEY. OF GUBRENT_ BUSIﬁESS

investment activities could he reflected
in a deterioration in tha balance of pay-
ments, Tight monay in the United
Stetes may discourage lending to for-
eighers, hut snother large reduction
in banking claims on foreignars should
not be expactad.

The substantial flow of foreign funds
into I8, corporaie stocks could essily
turn around-with a sherp or prolonged
decling in stock piices. But there mlso
are reasonable grounds for expecting
continued. foreign interest m U.5. se-

curities. - The .~ incressing - preferenca
among Buropean investors for equity

securities and the desice to diversify
portfolios may help sustain the damand
for U5, corporate stocks. The genaral
growth in Kouropean capitsl markets
and the incressed activity of T8,
investment firms abroad facilitate the
channeling of foreign investors’ demand
to U.S. securities.

However, these potentislitics do not
olter the pracaricus nature of the bal-
ance of paymenis improvements in
1963, and the prospecta ars highly

tenuous for future improvement in the

sne arens. Clonsequently, the outlook
for ewen short-term zains depends upon
better performance on trade scoount.
The prospects here appear ai least mod-
erately encouraging; there is already
some evidence of a slowing dewn in the
excassively rapid growih of imports,
The incrense in imports of industrial
supplies and materials is likaly fo taper
oft with & chenge in the tempo of U8,
economic acivity, On the other hand,
it is less likely thot the persistent
increase in the trada deficit in conswmer
goods con be veversed unless new efforis
wra made to counter foreign compeotition
in major items. The rising fovor smong
U.S. copsumers for the types of grnods
produced abread ond the rising capacity
of foreign suppliers to produce for the
T.5. market moke it difficolt to connter
the unfevernble trend in the trade
balance. in ¢onsumer goods. However,

Tantary. 1889 %

if the rate of gruwth in exporta canibe’
maintained -and . imports grow lesg#
-Tapidly with the slowing of T1.5. eco-%
nomic expansion, -there should be con-:#
siderable mpmvemant- in the fnreugn

trnde surplug in 1869, - _

__ CHART: z?
Private Capital Transactions

of privabe e wifors b 1962
xmmﬂ%ﬂmhmm L

N > ;‘il '- ‘ "1,‘ 1:
b KRS
Kilian, 8

< -4 4 e e a T

i T T T 1 -] ]
GALANCE O TOTAL CAPTTAL TRANSACTIONZ
{Tedal b wurtfiomes)

ok mo ko) -

EARFTLEN.

{Fmrl:u&smllﬁ,ﬂt}

{us mm

. _. !
Clame Regoted by U, Bani
© (ierease U5, calms) 'mﬂﬂhuﬁ- |

) 1

" Uthes Piate Gapis] Tresachms
(cnase bn 15, iy

Nl Ml R ke wt RSl Wb, Fmvesly aliritid 31 il otis
| Encining Meulinbens of BE secwritins by t Covtmment of M Tnded
Fabpckoom el Mehndn:: by |Ncrimd war] gl ahpalizabien

Hat B3 Gkt pimcy leris

Dby Cne 9 US Ful BRI g speciel iramacions by
15, aadl g it i erebint) ageacin

[

UEL Pypuriman) ol Capanesty, [Hon W Dwivo. Crassmdey B--3



